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VOLUME XLIV JUNE, 1954 NUMBER THREE 


RECENT CHANGES IN INCOME 
INEQUALITY RECONSIDERED 


By Ropert J. LAMPMAN* 


The thesis that personal income is more equally distributed today 
than it was before the war is supported by several careful studies. The 
Council of Economic Advisers found that the share of income received 
by the top fifth of the nation’s families and single individuals fell from 
53.2 per cent in 1935-36 to 46.19 per cent in 1948. While the share of 
the upper fifth fell, that of the fourth, third and second fifths rose and 
that of the lowest fifth remained the same.’ Simon Kuznets found even 
more dramatic evidence of what has been called “a social revolution” in 
his study, The Shares of Upper Income Groups in Income and Savings, 
in which he traced changes in the shares of the upper one and five per 
cent of persons on a per capita distribution from 1913 to 1948. He 
found that the principal change occurred in the period from 1939 to 
1944. In that period the share of the top five per cent in the “basic 
variant” dropped from 23.7 to 16.8 per cent, and from 1939 to 1948 
their share declined by about a quarter. By using a different definition 
of income, namely his “disposable income variant,” he found that over 
the decade the share of the upper five per cent declined by more than 
three-tenths.” 

* The author is associate professor of economics at the University of Washington. He is 
indebted to several of his colleagues, particularly Henry T. Buechel, Philip W. Cartwright, 
James K. Hall and Douglass C. North, for helpful comments. 

* Economic Report of the President, Jan. 1950, p. 97. An exhaustive study of this change 
which came to the author’s attention too late for its findings to be incorporated in the 
present article is Selma Goldsmith, George Jaszi, Hyman Kaitz, and Maurice Liebenberg, 
“Size Distribution of Income Since the Mid-Thirties,” Rev. Econ. Stat., Feb. 1954, 
XXXVI, 1-32. 

?Simon Kuznets, Shares of Upper Income Groups in Income and Savings (New York, 


1953), p. xxxvii. Kuznets presents three personal income series. His “basic variant” and 
“economic income variant” are based on a concept of income which “comprises payments 
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This paper is addressed to the question: Are there any reasons to 
suspect that comparison of distributions of total money income among 
family or spending units tends to overstate the decrease in income 
inequality in recent years? Throughout the paper a change in income 
inequality means a change in Lorenz curves. Thus, a decrease in in- 
come inequality means a flatter I orenz curve.* The general thesis is 
that most widely circulated income data are not so based conceptually 
as to provide an acceptable “index of income inequality” and that 
findings concerning changes in income inequality over time which are 
based upon such data are subject to serious misinterpretation. 


I. Concepts and Forms of Personal Income 


The similar distributions of income currently published by the Board 
of Governors of the Federal Reserve System and the Bureau of the 
Census, which we will hereafter refer to as “standard distributions,” 
use data derived from sample surveys. They show total money income 
per spending unit or family unit, ranking the income-receiving units 
on the basis of the size of spending or family-unit income, without re- 
gard to the size of the spending unit. 

It is important to consider the definition of income used in the 
standard distributions in the light of fundamental reasons for concern 
with inequality among persons. Economists are concerned with in- 
equality of personal contributions to national production, with in- 
equality of personal consumption of that product, and with inequality 
of power to control resources. Concepts of personal income which relate 
to these three inequalities may be called producer-contribution income, 
consumer-power income, and general-market-power income. Producer- 
contribution income involves the measurement of the outflow of goods 
and services produced by the person and his owned assets. The product 
is valued with reference to the market, though not necessarily ex- 


that are associated with the participation of individuals or their property in production 
whose net result is measured in national income” (p. xxxii). 

His “disposable income variant” modifies the “economic income variant” by deducting 
federal income taxes paid and including the net balance of realized gains and losses from 
sales of assets (pp. xxxiv-xxxv). 

Among recent articles concerned with causes of the changing pattern of income distri- 
bution are: M. A. Copeland, “Determinants of the Distribution of Income,” Am. Econ. 
Rev., Mar. 1947, XXXVII, 56-75; Herman P. Miller, “Factors Related to Recent Changes 
in Income Distribution in the United States,” Rev. Econ. Stat., Aug. 1951, XX XIII, 214- 
18; Geoffrey H. Moore, “Secular Changes in the Distribution of Income,” Am. Econ. Rev., 
May 1952, XLII, 527-44. 

*It should be noted that the Lorenz curve method of presentation involves a special and 
limited meaning for the terms “income inequality” and “changes in income inequality.” 
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changed in the market, and netted of certain allowable “costs of pro- 
duction,” but without accounting for changes, other than normal de- 
preciation, in the value of owned assets. Personal income reckoned 
according to this concept, which is basically reconcilable with the con- 
cept of net national product, should include all net product, whether it 
is paid out to persons by corporations or not.* 

Consumer-power income is inflow to the person of changes in ability 
to consume. It is made up of currently received net claims, both earned 
and nonearned, on the national product, which are judged to be in such 
a form, sometime during the year, as to be immediately available for 
consumer use. It should exclude withheld dividends and personal taxes 
paid. 

General-market-power income is the annual increase in the person’s 
ability to buy or sell or to refrain from so doing. It should include all 
consumer-power income plus all realized and unrealized capital gains 
which are allocable to the year. The sense of including changes in the 
value of assets is to cover changes in ability to buy and sell which 
arise from differences in the composition of assets in different situations 
of relative and general price change. A leading effect which is covered 
by this concept is the change in relative position of equity holders and 
nonequity holders in a time of inflation. 

The definition of income used in standard distributions is not a very 
good representation of any of the basic concepts here discussed but 
comes closest to that of consumer-power income. However, it differs 
from that basic concept in that it overlooks nonmarket production, 
nonmoney transfers, and personal taxes. 

Definition of income according to any one of the basic concepts out- 
lined above requires many particular decisions as to what does and 
what does not constitute personal income. Income must be distinguished 
from changes in values of assets; gain or loss from producer activity 
may be distinguished from gain or loss from consumer activity; and 
income must be allocated among individuals, business corporations and 
governments. Similarly, definition of income requires judgment con- 
cerning the inclusion or exclusion of five distinguishable forms which 
income may take. One of these forms is the income reckoned by stand- 
ard business accounting procedures in which attention is paid solely 
to production for the market. A second is that in which the same ac- 

*With the exception of some nonmarket production and withheld dividends, this is 
identical with what Kuznets calls “economic income.” The Department of Commerce 
“personal income’ is defined to include the income actually paid to individuals. It ex- 
cludes withheld dividends but includes some nonmarket production and transfer payments. 


Commerce’s “personal disposable income” is calculated by deducting personal taxes from 
“personal income.” 
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counting procedures are applied to nonmarket production and hence 
to nonbusiness assets and home production. The third form is that in- 
volving changes on capital account which cannot easily be appraised by 
standard accounting procedures. A fourth is payment where no produc- 
tion is involved, namely transfer payments which may be in money or 
nonmoney terms. A fifth is in-kind payments which are classifiable as 
business expense to an employer, but not as taxable income for the 
employee. 

There are several purposes to serve with the definition of personal 
income. One is: What definition is the best basis for appraising the de- 
gree of income inequality at a given point of time? A second is: What 
definition is the best basis for appraising changes in the degree of in- 
come inequality over time? 

Which income definition “best” shows income inequality or distances 
between rich and poor is, of course, a matter of judgment. It would be 
useful to have distributions based upon each of the three basic concepts 
offered above. Actually, the term “income inequality” is a conglomerate 
rather like “physical production” or “cost of living” and like them pre- 
sents an index number problem. Is it too fanciful to imagine the adop- 
tion of a national index of personal income inequality, the reading of 
which would be reported annually by the Department of Commerce? 
Such an index would need to be based upon a system of weights as- 
signed to the various components of the several concepts of personal in- 
come and show the inequality among families or individuals on an 
agreed concentration measure. 

Lacking widespread agreement on such an index, the standard dis- 
tribution, although it does not use a base year, approaches being such 
an index, and findings based upon it are presented in official govern- 
ment publications. Its definitions of income, income period and income 
receiving unit constitute its system of weightings. Obviously, investiga- 
tors who use different key definitions may find different degrees or 
patterns of income inequality at the same time in the same situation. 
More relevant to the general question under discussion is the fact that 
different definitions of income, income period, and income receiving 
unit may lead to different answers concerning changes in the degree of 
inequality over time. One reason for this is the fact that the different 
forms of income payment may assume differential importance at differ- 
ent times. It is possible, for example, that total money income could be 
distributed more evenly at one time than another, even though there 
were no difference in the degree of inequality in the distribution of the 
combined forms which comprise producer-contribution income, con- 
sumer-power income or general-market-power income. 
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II. Changes in Factors Related to Income Distribution 


The question to which this paper is addressed may be restated. Is 
the thesis that “personal income” is less unequally distributed than it 
was before the war open to serious doubt when the key definitions of 
income and income-receiving unit are reasonably altered? It is the 
contention of this paper that there are grounds for such doubt. Three 
propositions, which, if true, lend support to the idea that comparison of 
standard distributions overstates the decreases in income inequality in- 
clude the following: (1) in recent years there has been an increase in 
the relative importance of marketed production as compared with non- 
marketed production; (2) there has been an increase in the importance 
of changes in the value of assets; and (3) there has been an increase 
in the importance of expense account items and in-kind payments to 
employees. Other considerations which are examined in turn are: (4) 
the changing progressivity of the over-all tax system, (5) the changing 
nature of government services, (6) discriminatory price changes, (7) 
increase in the relative size of high-income families, and (8) discrimina- 
tory change in “what money will buy.” 

1. Conversion from nonmarket to market production. We know that 
production for home use is a declining part of the total national prod- 
uct. Fewer families are on farms,° and in all homes there has been an 
increase in the quantity of “bought” goods and services. Part of the 
time released by abandonment of certain activities involving home 
manufacturing, finishing, and personal services has gone into provid- 
ing a higher standard of other services and has transformed the job of 
the housewife from one of providing form utilities to one of providing 
time and place utilities.° Part of the released time has gone to increased 
leisure for some family members and to more time in school for minors. 
But a good part of it has gone into paid employment, with family mem- 
bers going into the market to earn money for things they formerly 
produced at home. This shift over to paid employment has apparently 
been a cause of decreasing inequality of family money incomes, but it 
should be noted that it is a recorded change of only one form of income, 
and makes no acccunting of the decline in the nonmarketed home prod- 
uct. If, as seems reasonable, the decline were associated with the rise 
in paid employment, it would offset in part the recorded shift towards 


equality. 


*“Between 1940 and 1947 there was a large migration of the farm population to non- 
farm areas. During this period the number of farm households decreased from 7.1 million 
to 6.7 million. (6 per cent), whereas the number of nonfarm households increased from 
28.0 million to 32.5 million (16 per cent)” (Miller, op. cit., p. 217). 

*Hazel Kyrk, The Family in the American Economy (Chicago, 1953), pp. 243 ff. 
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In order for the shift of women into the labor force to be accounted 
as a cause of decreasing inequality of family money incomes, we must 
know that the shift into paid employment more than proportionately 
represented women from lower- and middle-income families. This seems 
to have been the fact in the period from 1939 to 1949, although the evi- 
dence is fragmentary and somewhat contradictory. 

In 1952, 25 per cent of the married women who were living with 
their husbands were in the labor force as compared with only 15 per 
cent in 1940.’ About 37 per cent of the primary nonfarm families in 
TABLE I.—DIsSTRIBUTION OF FAMILIES AND OF Famity Heap By Totat Money Income 

LEvEL, UnitTep States, 1949 
(in millions) 


Tota] Money 
Income Level Families Family Head 


— 


Under $2,000 
$2,000 to $2,999 
$3 ,000 to $3,999 
$4,000 to $4,999 
$5 ,000 to $5,999 
$6,000 to $6,999 
$7 ,000 to $9,999 
$10,000 and over 

Total 


w 


Source: Miller, op. cit., Table 3, p. 216. 


1947 as compared with 28 per cent in 1939 had more than one wage or 
salary earner.* The question is, where did these supplementary workers 
come from along the income ladder? Miller approaches it by looking at 
the way the percentage of families with more than one earner rises con- 
temporarily with total family income.’ He also examines the relation- 
ship between family income and income of family heads (see Table I). 
Then he asks, what would the distribution look like if all supple- 
mentary earners were cut off the payrolls. He notes that the middle- 
income brackets would lose more families than the highest which in turn 
would lose more than the lowest and concludes that “the increase in 
number of earners per family probably occurred disproportionately 
among the middle-income families, thereby increasing the share of the 
income received by these families.’ 

‘Bureau of the Census, Current Population Reports, “Family Income in the United 
States: 1951,” Series P-60-No. 12, p. 4. 

* Miller, of. cit., p. 215, n. 9. 


* Ibid., Table 2, p. 216. In 1948, 73 per cent of the families having total money incomes 
of $6,000 to $9,000 had more than one earner. 


Ibid., p. 216. 
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It would be useful to have more direct evidence on the origins of 
supplementary workers. The best data would actually relate the per- 
centage of supplementary earners in each decile of family units in one 
year as compared with another. An approximation to such a comparison 
is offered by Table II. This shows that in both 1940 and 1952 there was 
an inverse correlation between the percentage of wives working and the 
wage or salary income of husbands who earned $1 or more of wage or 
salary income but no other income and had nonfarm residence. How- 
ever, it shows that this percentage fell more sharply as income rose 


TABLE II.—PeRr Cent oF NONFARM WIVES IN THE LABOR ForRCE, BY WAGE OR 
SALARY IncoME OF HusBAND: 1951 1939 


(Data are restricted to nonfarm married couples in which the wife was between 18 and 64 
years of age and the husband had $1 or more of wage or salary income but no other income.) 


Wage or Salary Income of Husband April 1952 March 1940 


$1 to ,999 40.2 
$1,000 to $1,499 37.8 9. 
$1,500 to $1,999 34.6 4. 
$2,000 to $2,999 32.0 9. 

6. 


$3 ,000 and over 24.5 
$3 ,000 to $3 ,999 27.4 
$4,000 to $4,999 25.6 
$5,000 to $5,999 21.3 
$6,000 and over 13.3 


* Comparable figures not available. 
Source: Bureau of the Census, Current Population Reports, “Family Income in the United 
States: 1951,” Series P-60, No. 12, Table D, p. 4. 


in 1940 than it did in 1952. In other words, it shows that there was a 
disproportionate increase in wives working where husbands’ incomes 
were relatively high. This finding contradicts Miller’s conclusion re- 
ported above. 

It is, however, possible to explain it away by noting several things: 
one is that the census sample is restrictive on two counts: it covers only 
wives between 18 and 64 and only those whose husbands had $1 or 
more of wage or salary income but no other income. The income defini- 
tion was such as to cut out more than half the total families in both 
years.’ Data relating labor force status of wives with total incomes of 
husbands suggests that a different result might follow from comparative 
data drawn up on this basis. In 1952 only 24 per cent of the total wives 
(29 per cent of those having urban residence) whose husbands had 


™ Out of 35 million primary families and individuals, 16 million were wage and salary in- 
come receivers with less than $50 of other income in 1939, while 22 out of 45 million were in 
that classification in 1947 (Miller, op. cit., p. 218). 
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under $1,000 of total income were in the labor force,’* as compared 
with 40 per cent for that income level as shown in Table II. Moreover, 
working wives contribute smaller proportions of total family income, 
on the average, at higher income levels than at lower. 

We conclude that the shift from farm to urban residence and the 
increase in number of workers per family have both been causes of the 
decrease in money income inequality. If we assume that the increase in 
paid employment is positively associated with decline in home-produced 
product, then it follows that the observed change in the distribution of 
money income tends to overstate the shift toward income equality when 
income is defined according to one of our basic concepts, say consumer- 
power income. 

2. Increasing importance of changes in the value of assets. Increased 
tax rates urge taxpayers to convert money income to capital gains 
wherever that is possible. To the extent that positive capital gains, both 
realized and unrealized, are increasing in proportion to money income, 
and to the extent that they are confined to upper-income recipients, the 
decreasing inequality shown in comparisons of money income distribu- 
tions tends to be an overstatement of the decreasing inequality of in- 
come when income is defined to mean general market power. For the 
period since 1939, in which inflation has been the dominant trend, we 
might well expect consideration of capital gains to have considerable 
effect in modifying our conclusions.** 

Two kinds of data which are available and which are relevant to 
this issue are data concerning realized capital gains and losses, and data 
concerning corporate savings. The excess of gains over losses from sales 
of assets varies considerably as a percentage of personal income over 
the years but shows some trends. This percentage was much smaller 
after World War I than in the years immediately after World War II. 
It ranges from a high of 5.93 per cent in 1928 to a low of —6 per cent 
in 1932. It was positive throughout most of the ’twenties, negative 
throughout most of the ’thirties and through 1942, and positive through 
1946, which is the last year for which data are given by Kuznets.’* He 
finds that accounting for realized capital gains and losses is a rela- 
tively important adjustment and one which has its effect almost ex- 
clusively on the share of the top one per cent. “The effects range from 
relatively large additions to relatively large deductions. For example, in 


* Bureau of the Census, Current Population Reports, “Family Income in the United 
States: 1951,” Series P-60, No. 12, Table E, p. 5. 

Standard depreciation accounting and consequent “overstatement” of profits in this 
period should be considered with reference to this point. 

"Op. cit., Table 88, p. 342. 
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the peak gains of 1928 the addition of 4.34 per cent of countrywide in- 
come increases the share of the top one per cent almost three-tenths 
from its level in the basic variant; and the relative reduction of the 
share in 1932, the year of the maximum proportion of losses in income, 
is almost a fifth.”’* 

Kuznets found that the inclusion of corporate savings only moder- 
ately changed the decline of upper-income group shares over the recent 
period. In the period from 1939 to 1946 the share of the top one per 
cent in his “disposable income variant” fell by 4.4 percentage points. 
By including corporate savings the share of the top one per cent fell 
by only 3 percentage points and that of the top 5 per cent by only 7.5 
points.*® As Kuznets points out, including both realized capital gains 
and corporate savings will involve some double counting since some 
people may choose to convert their corporate savings into cash by sell- 
ing stock at a gain. 

This accounting of realized gains and losses and corporate savings 
leaves many unrealized capital gains and losses unaccounted for in the 
broad classification of changes in the value of assets. It should not be 
overlooked that some unrealized gains are accounted for in the corpo- 
rate savings item. It is plausible to assume that these unrealized gains 
and losses have moved in the same direction as those accounted for 
above. If that is correct, and if this movement has continued in recent 
years, then it is safe to conclude that comparison of standard distribu- 
tions tends, on this account, to overstate the decrease in income in- 
equality. 

3. Increasing importance of business expenses. The new age of 
welfare capitalism has given rise to a host of business-supplied substi- 
tutes for immediate money income, including various types of deferred 
payment plans which spread income over a longer period, paid vaca- 
tions, recreational opportunities, health and old-age security benefits, 
and numerous other guarantees and services.** The tax laws have en- 
couraged the increasing of personal expense accounts rather than in- 
creasing salaries or “take-home” compensation whenever discretion is 
allowed. While some of these benefits are distributed in such a way as to 
narrow inequalities among those receiving them, the fact that they are 
not distributed throughout the whole population, and exclude most of 


* Ibid., p. 344. 

8 Ibid., Table 11, p. 363. 

™ The adoption of collective bargaining plans for “health and welfare” is largely a post- 
war phenomenon. The number of workers covered by such plans was 114 million in 1947, 
3 million in 1948, and 7% million in 1950. (Bureau of Labor Statistics, Digest of Selected 
Health, Insurance, Welfare and Retirement Plans Under Collective Bargaining, Aug. 1951.) 
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the very low income groups, would indicate that their full counting 
would increase rather than decrease the inequality of income when in- 
come is defined as consumer-power income. For this reason, then, we 
conclude that a comparison of two distributions of money income tends 
to overstate the decreasing inequality of producer-contribution income, 
consumer-power income or general-market-power income. 

Evidence of the quantities involved is offered by a survey of 690 
firms by the Chamber of Commerce which showed that nonwage sup- 
plements in 1949 averaged 16 per cent of payroll or $477 per em- 
ployee.** No good quantitative study of the extent of such change in the 
form of income for managerial employees and for self-employed 
workers is available, but it is reasonable to suppose, and common 
knowledge supports the view, that the direction of change is the same 
for them as for nonmanagers.’® 

4. Changing progressivity of the over-all tax system. One of the 
first reasons for suspecting that a comparison of standard distributions 
is an understatement of the decrease in inequality is the increasing im- 
portance of income taxes. While federal income tax collections 
amounted to only 1.26 per cent of personal income excluding taxes in 
1929 and 1.37 per cent in 1939, they were 13.59 per cent in 1943 and 
10.71 per cent in 1947. Kuznets finds that while the share of the “basic 
variant” income of the top 5 per cent of persons dropped 5.9 percentage 
points (from 23.7 to 17.8) from 1939 to 1948, their share of the basic 
variant adjusted for federal income taxes paid dropped 7.5 percentage 
points. For the top one per cent, the comparable changes were 3.5 and 
4.5 percentage points.” Taking it year by year he found that deducting 
federal income taxes gave the following changes in the share of the top 
one per cent. In 1919 federal income taxes dropped the share of the 
upper one per cent by 1.51 percentage points; in 1929 by 1.08; in 1939 
by 1.05; in 1943 by 3.91 (this was the peak year and amounted to 
over four-tenths of the share); and in 1947 by 2.63.” 

Joseph A. Pechman investigated the effect of the federal income tax 
on the distribution of personal income both for 1941 and 1947 and 
found that “. . . the effects of the 1941 and 1947 tax structures on in- 
come inequality are not greatly different, at least when measured by the 


™ Chamber of Commerce of the U.S.A., Wage Supplements, The Non-Wage Labor Cost 
of Doing Business (Washington, 1950). 

*See National Industrial Conference Board, “Trends in Executive Compensation,” 
Studies in Labor Statistics, No. 6 (New York, 1951); “Top Management Compensation,” 
Studies in Labor Statistics, No. 8 (New York, 1953). 

* Kuznets, op. cit., p. xxxvii. 

* Ibid., Table 84, p. 327. 
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Lorenz curve. The curves . . . indicate that the federal income tax had 
more equalizing effect on the distribution of income in 1947 than in 
1941, but the differences appear to be relatively small.”** 

It is perhaps worth noting that the comparative equalizing effect of 
the federal income tax in any two years involves three distinguishable 
variables.** These are the changes in the tax rates schedule, exemptions, 
and other provisions of the tax law; the changing levels of money in- 
come; and the changing relationship of family composition and levels 
of money income.” 

While the increasing use in recent years of progressive taxes is 
significant, it is possible to overemphasize its income equalization 
effect. It has been accompanied by other changes in the tax structure 
which combine to leave the over-all progressivity of the tax system 
not much different from what it was before the war. Adler compared the 
distribution of the total tax burden for the years 1938-39 with that of 
1946-47 and found that “. .. the most striking result of the comparison 
is not the changes in the tax structure, but the close similarity of the 
tax burden before and after the war.”** He found that the lowest 


* Joseph A. Pechman, “Distribution of Income before and after Federal Income Tax, 
1941 and 1947,” Studies in Income and Wealth, Vol. 13 (New York, 1952), pp. 197-98. 
In Pechman’s distribution of family units by income after taxes, the same families are not 
necessarily in the upper quintile after taxes as were there before taxes. Another insight into 
the equalizing effect of the income tax is afforded by presentation of the same data without 
re-arraying (See ibid., Table 3, p. 199). Compare Moore, op. cit., pp. 541-42, and Table 2, 
p. 534, Also see Mary W. Smelker, “Shifts in the Concentration of Income,” Rev. Econ. 
Stat., Aug. 1948, XXX, 219. 

™R. A. Musgrave and Tun Thin, “Income Tax Progression, 1929-48,” Jour. Pol. Econ., 
Dec. 1948, LVI, 498-514. They point out that the equalizing effect of a given schedule of 
rates will depend on the degree of inequality in the before-tax distribution (p. 510). This 
may be added as a fourth variable. 

™* Changes in the tax law, other things remaining the same, may have the effect of either 
increasing or decreasing the progressivity of the effective rates schedule. Rising levels of 
money income will have the effect of reducing the equalizing effect of a given tax law, 
all other things remaining the same. Take any recent schedule of effective rates and com- 
pute the tax for, say, an income of $2,500, $10,000 and $100,000. Now increase these 
incomes respectively by 25 per cent and recompute the tax. The greatest percentage increase 
in the effective rate of tax will occur in the case of the lowest income, the least per- 
centage increase in the case of the highest. This will be generally true for different recent 
tax years, although the degree to which the equalizing effect is reduced by income increases 
will vary by years and by number of dependents. Rising money income means more 
exemptions are “used,” that is, are effective in reducing tax liability. The third variable 
which we noted as having a separable effect on the equalizing effect of the income tax is 
the changing relationship of family composition and income levels. If there is a relative 
increase in the number of dependent persons, and hence more exemptions, in the higher 
income brackets the equalizing effect of the tax will be diminished. 

John H. Adler, “The Fiscal System, the Distribution of Income, and Public Welfare,” 
Fiscal Policies and the American Economy, Kenyon E. Poole, editor (New York, 1950), 
p. 383. 
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quartile of consumer units spent on the average 18 per cent of their 
income on taxes in 1938-39 and approximately 16 per cent in 1946-47. 
The second quartile paid 18 and 16 per cent in the respective years, and 
the third quartile paid about 17.5 per cent both before and after the 
war. The highest quartile paid 25 per cent before the war and close to 
30 per cent after the war. Adler reasoned that this increase was 
distributed somewhat to the disadvantage of the “upper middle” 
classes, whose tax burden rose by about one-third while that of the 
highest income groups rose only by one-sixth to one-fourth. This was 
primarily because the lower exemptions and higher initial rates of the 
federal income tax felt primarily by the “upper middle” classes and the 
effective tax rates for the highest income brackets were increased 
relatively little during the war because they were already very high 
in 1939. Hence, Adler concludes that between families in the highest 
income brackets and all others, the tax increases of the war years 
changed the distribution of the tax burden in favor of those in the 
uppermost brackets.”* Tucker estimates that the equalizing effect of 
all taxes taken together was virtually the same in 1935, 1941 and 1948.*" 

Since 1947 the over-all tax structure probably has become less pro- 
gressive because of the 1948 revision of the federal income tax laws 
(particularly because of the extension of community property privi- 
leges) which, apart from rate changes, and in spite of post-Korea rate 
increases, lessened the progressivity of that tax. Moreover, inflation has 
had the effect of pushing the whole tax rates schedule down the income 
ladder. Also, over-all progressivity has apparently lessened because of 
the rise in state and local taxes, which are dominated by nonprogressive 
forms. 

We conclude that, roughly speaking, taxes, all taken together, have 
not had an increasingly equalizing effect, and that therefore comparison 
of standard distributions does not on this account understate the 
decrease in income inequality. 

5. Changing importance of free government services. Free govern- 
ment services are extraordinarily difficult to assign to individual incomes 
when measuring individual incomes according to one of the three basic 
concepts. In assigning the community consumption items, even to 
broad income groups, it is necessary to make arbitrary judgments 
concerning the distribution of benefits received. The quantities involved 
are such as to make these arbitrary judgments critical for any general 
conclusion about income equalization. In order for it to be true that 


Ibid., p. 383. 


*™R. S. Tucker, “The Distribution of Government Burdens and Benefit,” Proceedings of 
the American Economic Association, Am. Econ. Rev., May 1952, XLIII, 521, Table 1. 


Fahy 
ths 
| 
Oud? 
24, | 
NG | 
| 
: 
bist 
| 


LAMPMAN: CHANGES IN INCOME INEQUALITY 263 


comparison of money income distributions understates the decrease in 
income inequality, it must be true that those free government services 
which are of greatest benefit to the low- and middle-income groups are 
more than proportionately increasing as compared with money incomes. 
Again using Adler’s data, it does seem to be true that government 
services, excluding transfer payments of money, increased in proportion 
to personal income over the years from 1938-39 to 1946-47. Services of 
all levels of government including veterans’ services (one-half the 
amount of veterans benefits and services was assigned to this category), 
hospitals and health, housing, fire, police and protection, education and 
other cultural expenditures, public works and roads, national defense, 
miscellaneous expenditures, and foreign aid amounted to 16 per cent of 
aggregate personal income in 1938-39 and 18 per cent in 1946-47. 
However, following Adler’s method of allocating the benefits of free 
government services, it does not seem to be true that those benefits 
which are allocable in inverse-relationships to income, namely veterans 
services, hospitals and health, housing, and educational and other 
cultural expenditures, increased more than proportionately. Indeed, 
these expenditures amounted to 5 per cent of personal income in the 
prewar years and not more than 5 per cent in the postwar years.” 
Tucker reaches the conclusion that government benefits did not change 
in terms of equalizing effect from 1941 to 1948.°° From these data it 
would seem safe to conclude that the changing pattern of government 
services does not tend to make comparison of standard distributions 
understate the decrease in income inequality. 

6. Discriminatory price changes. If it were true that a cost-of-living 
index calculated for high-income families had risen more than similar 
indices for moderate- and low-income families, then we could say that 
comparison of money income distributions tends to understate the 
decrease in income inequality. 


* Adler, op. cit., Tables 44 and 45, pp. 418-20. 

* Loc. cit. Concerning the combined effect of money transfers and government services, 
Adler notes that in the prewar years benefits with a regressive incidence amounted to 45 
per cent of total benefits, but in postwar years they were only 35 per cent of total benefits 
(p. 393). He concludes that the equalization effect of all benefits in the postwar years was 
more or less the same as that prevailing before the war (p. 394). Cf. Lyle C. Fitch, “Trends 
in Federal, State, and Local Government Expenditures since 1890,” Proceedings of the 
American Economic Association, Am. Econ. Rev., May 1953, XLIII, 217-33. “The 1948-50 
average total expenditure per person [of the federal government] was nearly 4 times the 
1939 figure. . . . Internal functions expenditures, including federal aid to state and local 
governments, increased only 21 per cent. . . . In other words, in constant-value dollars 
per person, average expenditures on internal functions in 1948-50 were less than two thirds 
of what they were in 1939” (p. 228). 

*” Tucker, op. cit., Table 1, p. 420. This author finds the greatest shift occurred between 
1929 and 1935. 


| 
i 
t 
j 
‘ 


264 


THE AMERICAN ECONOMIC REVIEW 


The Heller Committee for Research in Social Economics has pub- 
lished estimates which give us some test of the proposition here at issue. 
They have for many years quantified “the cost of maintaining the com- 
monly accepted standard of living of three different occupational 
groups” in San Francisco. The three groups selected are the executive, 
the white collar worker, and the wage earner groups. Table III presents 
selected data fom their study for the year 1949. From these data it 
does not seem that price rises have been discriminatory against the rich, 


Committee Estimates OF BuDGET TOTALS FOR THREE INCOME LEVELS, 
1949, anp INDEXES OF CHANGES IN Cost FROM 1939-41 


Executive with White-Collar | Wage Earner 


H Worker with with 
Se House Purchased} Controlled 
in Sept. 1949 Rent 


Budget totals for family of four, con- 
sisting of man, wife, boy of 13 and 


girl of 8, September, 1949 $12,405.71 $5,432.53 $4,040.54 
Less income and payroll taxes 1,773.86 481.55 263 .00 
Total consumption items 10,631.85 4,950.98 3,777.54 
Total budget as percentage of 1939- 
41 cost 183% 182.8% 174.3% 
If house bought in 1939-41 or if 
assume controlled rent 179.9% 172% 
Total consumption items as percent- 
age of 1939-41 cost 161.5% 170% 166.3% 
If house bought in 1939-41 or if 
assume controlled rent 158%" 161.4%> 


* Assuming house bought in 1939-41. 
> Assuming controlled rent. 

Source: The Heller Committee for Research in Social Economics, University of California, 
Quantity and Cost Budgets for Three Income Levels, Prices for San Francisco, Sept., 1949 
(Berkeley, 1950), pp. 98-105. 


if we consider the executive budget total of $12,405.71 as representative 
of the contemporary rich. The bottom two lines, which compare rises 
in the cost of total consumption, is the one most relevant for our 
purpose. 

It may be objected that the executive income shown in the Heller 
Committee studies is not representative of the “really rich,” although 
the $12,000 figure for a family of four would fit them comfortably 
within the top 5 per cent on Kuznets’ per capita income ranking for 
1948. In considering those in the top fraction of 1 per cent, it would 
be instructive to know what has happened to the price of one item which 
is particularly important for such families, namely, the wages of 
domestic servants and others offering personal services. There is no 
good data available concerning these wage rates but we do know 
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something about the changes in median and average income for these 
groups. From 1939 to 1949 the median wage and salary income of 
personal service workers rose to 150 per cent; of workers in amuse- 
ment, recreation, and related services, 210 per cent; of professional and 
related services, 210 per cent.** During this same period the “average 
annual earnings per full time employee” in the services industries rose 
to 230 per cent; of those in private households, 271 per cent.** In light 
of the fact that in this period the index of food prices rose to 210 per 
cent, these data do suggest that an index computed for the upper 1 per 
cent of income receivers would read slightly higher than that shown 
by the Heller Committee for the “executive.” 

In general, however, studies of price changes do not confirm the 
hunch of some observers that the items consumed by the rich have 
risen more in price than the items consumed by the poor.** We con- 
clude that comparison of standard distributions does not on this 
account understate the decrease in income inequality in recent years. 

7. Increase in the relative size of high income families. One of the 
most important reasons for suspecting that comparison of money income 
distributions tends to understate the decreasing inequality is the change 
that has taken place in family sizes. It is possible that the size of spend- 
ing units might have changed in such a way that even though income 
is distributed more evenly among spending units it could still be that 
income per person remains just as unequal, or even more unequal in its 
distribution. However, all the evidence points the other way. It seems 
that family size is more nearly positively associated with total money 
income than it used to be before the war. Facts which are relevant 
include the following. First, average family size has been decreasing 
since 1890.** This trend was arrested in the 1930’s but has accelerated 


" United States Statistical Abstract, Dept. of Commerce (Washington, 1951), Table 323, 
p. 275. 

*™ Survey of Current Business, National Income Supplement, Dept. of Commerce (Wash- 
ington, 1951), Table 26, pp. 184-85. The data on median wage and salary income cited 
above were found by sample survey, the data on average annual earnings were computed 
from aggregates of numbers of full-time employee equivalents and wages reported. These 
data are very rough and may conceal significant changes which are due to rate of employ- 
ment, cost of in-kind payment and quality of work, but they are the best we have. For a 
critical appraisal of the data available on domestic service wages see George J. Stigler, 
Domestic Servants in the United States, Occas. Paper 24, National Bureau of Economic 
Research (New York), Appendix B. 


* For example see Gilbert Burck, “So You Want to Make Money,” Fortune, June 1953, 
p. 112. It is of some pertinence that part of the equalization associated with the shift of 
low-income farmers to urban occupations must be offset by their move into higher-price 
areas, 


™ Bureau of the Census, “Average Size of American Households Drops Sharply,” Series 
P-20, No. 41, Oct. 1952, Table I. 
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since then in spite of a rising birth rate. There are relatively more one, 
two, three and four-person households and relatively fewer households 
of larger size than there used to be before the war.** This does not take 
account of increases in the institutionalized population. The decrease 
in family size is explained in large part by the undoubling of families 
and by earlier marriages. Second, fertility differences are narrowing 
between high- and low-income families, between mothers of higher and 
lower educational attainment, between urban and rural families and 
between white and nonwhite families.** Third, there are fewer persons 
represented in the lower fifth of spending units than was the case before 
the war.*’ Census data show that median family income increased with 
the number of children under eighteen years of age postwar, whereas 
it did not prewar.** Over the same period primary families moved more 
heavily into the higher income brackets than did primary individuals.* 
Before the war poor families, roughly speaking, were large and rich 
families were small. In the subsequent period many of these poor 
families either divided into several poor families (this division was 
encouraged by the increasing importance of old-age social security 
institutions) or became multi-earner families and rose in the ranking. 
Since 1939 single individuals have left home at a younger age, have 
married younger, and have lived longer. 

To the extent that this kind of a shift in spending-unit size took 
place comparison of standard distributions tends to understate the 
decrease in income inequality. On this ground we might expect a per 
capita distribution to show more decrease in inequality over the same 
period. This expectation is confirmed to some extent by the findings of 
Kuznets who estimated and ranked per capita incomes and found a 
greater drop in the share of upper groups than is suggested by 
comparison of standard distributions.*° Changing the nature of the 
income-receiving unit is a tricky adjustment and comparisons among 
distributions using different definitions of the income-receiving unit are 
particularly subject to misunderstanding since individuals are com- 
pletely reshuffled in their ranking by such a change. The clearest way 
to show what is at issue would be to compare two standard distributions 

“Bureau of the Census, “Marital Status and Household Characteristics,” Series P-20, 
No. 26, Jan. 1950, Table 26. 

* Bureau of Census, “Fertility,” Series P.-20, No. 18, Apr. 1947, p. 1. 

* Bureau of the Census, Series P-60, No. 12, June 1953, p. 9. 

* Ibid., Table 14, p. 27. 

Tbid., Table 13. 


“ Kuznets does not take into account the changes in family size here under discussion. 
This raises some doubt about the accuracy of his reconstruction of family units, and hence 
the accuracy of his per capita income data. 
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and simultaneously show the percentage of the total population which 
is represented in each decile of income receivers at each point in time. 
Prewar data are not available for such a comparison. 

8. Discriminatory changes in “what money will buy.” A change which 
is particularly difficult of quantification, but which may nonetheless be 
of great importance in appraising the general thesis that the rich are 
getting relatively poorer, is the change in what money will buy. Many 
limitations on the scope of markets, such as tariffs and immigration 
laws and exchange restrictions, will have their effect on prices and hence 
would be considered under the above discussion of discriminatory price 
changes. Here we would call attention to those changes in rules which 
diminish the absolute amount of consumer-power and general-market- 
power which is distributed via personal income and thus diminish the 
importance of having a relatively high consumer-power income.** Non- 
price rationing is a good example of such a rule. Wherever power in 
commanding goods and services is distributed by civil right or 
organizational rule-making rather than by money, money income is 
diminished in importance. Such restrictions have been of minimal 
importance in consumer markets in this country, except for war periods. 
They have, perhaps, been increasingly important in factor markets, 
where it has been true for some time that individual market-power 
income, i.e., the power to buy and sell or to refrain from so doing, is 
related to membership and position in organizations as well as to 
personal producer-contribution income. Full consideration and resolu- 
tion of this issue lie beyond the scope of this article. 


III. Conclusions 


For several reasons comparison of standard distributions for prewar 
and postwar years provides an inadequate basis for the conclusion that 
income is becoming less unequal in its distribution. There are some 
changes which it is believed have occurred which tend to make such a 
comparison an overstatement, and some which tend to make it an 
understatement of the decreasing inequality of income when income 
is defined as producer-contribution income, consumer-power income, 
or general-market-power income. Those which tend to make for over- 
statement are conversion from nonmarket to market production (which 
would increase the prewar share of the lower half of income receivers) ; 
increase in the importance of changes in the value of assets (which 
would increase the postwar share of the top 5 per cent of income 

““Tt is in some measure ironic that we are emphasizing increasingly differences in money 
income just when broad social changes are greatly enhancing the importance of differences 


not directly measurable in money.” (Milton Friedman, Studies in Income and Wealth, Vol. 
13, National Bureau of Economic Research [New York, 1951], p. 66.) 


dal 
| 


268 THE AMERICAN ECONOMIC REVIEW 


receivers); and increases in the importance of expense account items 
and in-kind payments to employees (which would raise the postwar 
share of the upper half of income receivers). Changes in the over-all 
tax and government expenditure patterns do not seem to have been 
such that comparison of standard distributions will be seriously mis- 
leading. Similarly, consideration of possible discriminatory price changes 
does not alter conclusions otherwise reached. On the other hand, com- 
parison of standard distributions does not fully suggest the equalization 
that may have taken place because of the increase in the relative size 
of high-income families (which would decrease the postwar share of 
the upper half of the income receivers). Also, it may be that equaliza- 
tion of general-market-power income beyond that suggested by com- 
parison of standard distributions has been effected by changes in the 
rules that govern what money can buy. 
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THE PRICE LEVEL IN MACROECONOMIC MODELS 
By Louis Houcn* 


Much of recent macroeconomic analysis,’ both static and dynamic, 
seems to develop too easily into a “real,” rather than a “monetary,” 
theory of fluctuations and unemployment. The analysis to follow is a 
reformulation and extension of current doctrine, designed to prepare the 
way for a greater emphasis on the price level as an important variable 
in macroeconomic analysis. It seems important to show clearly that 
the standard macroeconomic equations can emphasize price-level ex- 
pectations, hoarding, and bank credit contractions, as causes of un- 
employment, as readily as they can emphasize the acceleration principle, 
oversaving, inflexible interest rates, and the various multipliers. 

The purpose is to work the monetary factors into the models, not to 
discard the real factors. Price level proposals, such as those by Mints,” 
can then be cast into the equations and compared with Hicks’ dis- 
cretionary interest rate manipulations,* Domar’s “guaranteed income,’”* 
and other post-Keynesian proposals, even though the scope of the 
framework presented is limited to comparative statics. Finally, the 
analysis should help to clarify the problem of the interrelation of 
monetary and real events over runs of various lengths. 


I. A Restatement of the Long-Run Macromodel 


We shall need the following variables: 


i—the interest rate 
Y—income 
P—the general price level 
I—the demand for liquidity 
M—the supply of liquidity 
J—investment 
S—saving 


* The author is assistant professor of statistics at the University of Pittsburgh. 


*For example, the post-Keynesian work of J. R. Hicks, Oscar Lange, Alvin Hansen, 
Lawrence Klein, and Don Patinkin. 


* Lloyd Mints, Monetary Policy for a Competitive Society (New York, 1950). 
* J. R. Hicks, The Trade Cycle (Oxford, 1950), pp. 165-66. 


*Evsey Domar, “Capital Expansion, Rate of Growth, and Employment,” Econometrica, 
Apr. 1946, XIV, 137-48. 
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N—the demand for employees, in manhours 
F—the supply of employees (labor force) 
W—the general wage rate level, per manhour 
K—the existing pool of capital 
B—government bonds 

C—currency 


Subscripts: 
Subscript 2 means real. Jz is the physical volume of investment. 
Subscript » means monetary. Jy is the dollar volume of investment. 
In much post-Keynesian theory the liquidity market, along with the 
savings market, is used to determine the rate of interest and the level 
of income demanded, as in the six Hicksian equations** with their six 
real variables (monetary policy being given): 
L = f(i, Y) 
M = f (monetary policy) 
L=M 
I = f(i, Y) 
S = (i, Y) 
T=S 


But in longer runs there is likely to be rather complete separation 
between the real factors and the monetary factors in aggregative 
economics.° The employment of labor and capital will dominate real 
income (output supplied). The demand for real income can, of course, 
be defined as the demand for consumption goods plus the demand for 
investment goods, but the supply of real income depends upon the 
amount of labor and capital employed. 

Ultimately the level of real saving desired by the public, interacting 
with the desired level of real investment, will dominate the long-run rate 
of interest. When the equilibrium levels of real income and interest are 
thus established (simultaneously by the factor market and the savings 
market), the amount of liquid real balances demanded follows. This 
leaves the equilibrium price level to be dominated by the quantity of 
monetary balances supplied, which must equal the liquidity demanded. 
We are temporarily abstracting from monopolistic rigidities in prices 
or unionized wage rates, and from expectational deviations from the 
long-run trends. 

A simple algebraic and graphic restatement of this equilibrium 
position will serve as a point of departure and assist in the clarification 


“* J. R. Hicks, “Mr. Keynes and the ‘Classics’; A Suggested Interpretation,” Econometrica, 
Apr. 1937, V, 147-59, 


* Cf. Franco Modigliani, “Liquidity Preference and the Theory of Interest and Money,” 
Econometrica, Jan. 1944, XII, 45-88. 
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of the successive modifications to be studied. The following seven 
familiar equations® determine the seven variables they contain: 


(1) Nr = f(Wr) 

(2) = f(Wr) 

(3) Nr = Fr 

(4) Vr = f(Nr), suppressing K temporarily 
(5) Tr = f(i) 

(6) Sr = f(i, Yr) 

(7) Ir = Sr 


Given the values of real income and the interest rate determined by 
the first seven equations (and given the supply of monetary liquidity), 
three additional equations determine three new variables: the real 
liquidity demanded, the real liquidity supplied, and the equilibrium 
price level in the long run: 

(8) Lr = f(i, Yr) 
Mx (given) 
P 

(10) Lr = Me 


(9) Mr = 


Equations (1), (2), and (3) constitute the labor market; equations 
(5), (6), and (7) are the investment market; and the last three equa- 
tions represent the liquidity market. If the supply of monetary liquid- 
ity (Mu) is given, and the amount of physical capital (Kr) employed 
is constant, the ten equations determine the ten variables. Income pro- 
duction is dominated, at equilibrium, by the employment of factors, 
especially the manhours supplied and demanded in the labor market. 
Interest rates are dominated by the savings supplied and demanded in 
the investment market; and the price level is dominated by the liquid- 
ity demanded and supplied. All variables are, however, determined 
“simultaneously.” 

It is not necessary to assume that real investment behavior depends 
upon the level of real income, and Ye has been intentionally dropped 
from equation (5). Most writers have assumed a relatively weak pro- 
pensity to increase real investment as real income rises, there being few 
good economic arguments showing why such a relationship should exist 
at all in the long run. In very short runs planned real investment may 
depend upon expected real income (a dynamic acceleration principle), 
or upon the dynamic pattern of change in real income over time. 

If investment may take the form of research, exploration, the dis- 


*Cf. Modigliani, op. cit., pp. 46 ff., and Lawrence Klein, The Keynesian Revolution 
(New York, 1947), Appendix, pp. 199-213. 
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covery of resources, or even improved labor skills,’ there is no clear 
long-run relationship between investment and the amount of income 
or the amount of capital already accumulated. Saving behavior is quite 
different in this respect, a strong propensity to save out of increased 
real income being widely accepted. 

The first seven (real) equations may take the graphic form shown in 
Figure 1. The shapes assumed are those which have been customarily 
assumed since Hicks initiated the 7S shape.* The Hicksian LM curve 


YR 


Ficure 1 


does not yet appear, since it holds for only one (given and constant) 
price level, or money-wage level, and we shall have to replace it with a 
surface on which the price level is a variable. 

The surfaces in Figure 1 are perfectly vertical since they are tempo- 
rarily assumed to be independent of the price level. When behavior 
depends partly upon the real value of net monetary assets,’ these 


"In stagnation theory it is often argued that new technological developments are needed 
to stimulate investment (the demand for unconsumed income), overlooking the possibility 
that factors may be allocated directly to the creation of technology without visible limit 
if money can be borrowed at low rates of interest and long maturities. Cf. Frank Knight, 
“Diminishing Returns from Investment,” Jour. Pol. Econ., Mar. 1944, LII, 35. 

* Hicks, “Mr. Keynes and the ‘Classics,’” pp. 147-59. 

* The items going into this concept have been studied in detail by James Tobin, “Asset 
Holdings and Spending Decisions,” Am. Econ. Rev., May 1952, XLII, 109-23. 
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surfaces are no longer vertical. If real saving varies inversely with the 
real value of the net monetary assets held, then real saving becomes a 
direct function of the price level. In this case the 7S surface is no longer 
parallel to the P axis, but has a negative slope in both the income and 
the interest dimensions.*° That is, real saving could be equal to real 
investment at ever higher income levels, with interest constant, if the 
price level declined (raising the real value of net monetary assets). 
Saving would then be retarded by the increase in the value of assets, 
compensating for the stimulation to saving which would tend to result 
from the income increment. 

Similarly the long-run supply of labor, involving choice between 
employment by some firm and self-employment (leisure), may depend 
inversely upon the net real wealth of laborers, including the real 
value of their wealth in monetary form (less their indebtedness). 
The amount of labor supplied for real income production would then 
depend upon the price level, and possibly upon the interest rate. A de- 
cline in the price level would raise the real value of any net money 
claims held by the labor force, if these claims were constant or lagging 
in amount. The VF surface in Figure 1 would then slope so that the 
amount of real income supplied would decline somewhat as the price 
level fell. If labor’s monetary indebtedness exceeded its monetary assets, 
the NF surface would slope the other way, real income production vary- 
ing inversely with the price level. 

The present analysis neglects these relationships, assuming that they 
are not very strong and that the departure from the vertical positions 
shown in Figure 1 is not very great, at least in the neighborhood of the 
common intersection point of these two surfaces and one other later to 
be discussed (see Figure 3). 

Such relationships, especially the wealth-saving relationship, are 
important in the analysis of the possibility of stagnation or long-run 
equilibrium at less than full employment, since they tend to make less 
likely the possibility that the equilibrium intersection would require an 
unattainably low interest rate. A decline in the price level, increasing 
the real value of net monetary assets, reduces real saving and thus 
helps obviate the possible need for a low (or negative) interest rate at 
equilibrium. 


Il. The Liquidity Market as a Surface 


With flexible price levels there is little interest in the amount of real 
balances supplied. This amount is a pure resultant until the wealth- 
” The partial derivative of P with respect to either i or VY becomes a negative quantity 


for the 7S surface with a wealth-saving relation. See O. H. Brownlee, “The Theory of 
Employment and Stabilization Policy,” Jour. Pol. Econ., Oct. 1950, LVIII, 412-24. 
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saving effect is added, as by Pigou.”* By eliminating this real-balance 
supply the three monetary equations can be reduced to one equation 
(10A) as follows: 


Mw (given) Mu 
Mer Lr 
P= 
fr(i, Yr) 


This equation (10A) is the equation of a surface, showing how the 
price level must be related to various interest rates and income levels 
if liquidity demand is to equal supply. The shape of this surface will 
depend upon the shapes of the liquidity demand and supply surfaces 
which it equilibrates. 

The demand for real balances may be assumed to increase as real 
income increases, since more liquidity will be convenient in providing 
for the increased transactions. When additional liquidity is sought, the 
public attempts to increase the percentage of real values commanded by 
liquid assets in the total of real assets held, bidding the price level down. 
For the present we are holding the quantity of illiquid assets (approxi- 
mated by K) constant. The simplest possible relation between income 
and the demand for liquidity, designated by the positive parameter a, 
is assumed in the preliminary equation (8A) below. 

The relation of planned liquidity to the interest rate involves the 
substitution of one kind of asset for another. If interest rates approach 
zero, security prices become very high. There is increased speculative 
risk, little reward for parting with liquidity, and perhaps no limit to 
the amount of real balances the public would be willing to hold at posi- 
tive income levels. In addition, the capitalized value of all income- 
earning assets will be higher as interest rates fall, and more liquidity 
may be wanted to maintain the ratio between liquid assets and other 
assets.” 

As a low but rising interest rate changes the willingness to hold cash 
into a willingness to hold securities or other less liquid assets, we might 
expec‘ the first units of liquidity given up to have less “utility” than 
the succeeding units. Applying the law of diminishing satisfaction, 
increasingly larger increments in the interest rate would be required 
to evoke the same sacrifice of liquidity. 

It seems plausible to assume that, at normal levels of income, some 


"A.C. Pigou, “The Classical Stationary State,” Econ. Jour. (1943), LIII, 343-51. 

™ See E. Solomon, “Money, Liquidity, and the Long Term Rate of Interest: An Em- 
pirical Study, 1909-38” (Unpublished Ph.D. dissertation, School of Business, University of 
Chicago, 1950). 
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liquidity would be demanded even though the interest rate rose above 
any realistic level, so that the demand for liquidity would never actually 
be negative in this long-run model. Equation (8A) assumes one of the 
simplest possible hyperbolic forms for the relation between the demand 
for liquidity and the interest rate: 

(8A) Lr = 


t 


where a is given and positive, suggesting a possible shape for the liquid- 
ity demand function which does not seem to conflict with the common 
economic suppositions presented in the three preceding paragraphs.** 

If this special liquidity function is substituted into equation (10A) 
as a denominator, we may suggest that: 


(10B) 


The following slope directions are then found by taking partial deriva- 
tives in (10B), or in any other shape in accordance with the same eco- 
nomic suppositions: 


OP 
—— is positive, 


OP 
—— Is negative 
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— is positive. 
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Other defensible algebraic forms for the liquidity demand function 
(8A) might generate different curvatures in this surface, but not dif- 
ferent slope directions. The three monetary equations thus combine 
into some such shape as the LM surface shown in Figure 2. 

It does not seem certain that, as the interest rate approaches zero, 
the price level would always fall as low as zero, since the active demand 
for real balances, though large, need not represent an infinite desire to 
hold real balances. In Keynesian theory the demand for liquidity is 
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often assumed to approach infinity while the rate of interest is still 
positive, but this seems to be based on a short-run expectation of higher 
future rates. If the “cost of lending” tends to become negligible in the 
long run, it does not seem likely that the LM surface in Figure 2 will 


fall below the income axis. 

The iso-interest contours probably curve like the one drawn since the 
equilibrium price level would approach infinity as income approached 
zero, but could never fall below zero. Constant slopes have been as- 
sumed, at this stage, along the iso-income contours. 

An economic interpretation of this LM surface follows. The supply 
of money balances is assumed constant. If real income is temporarily 
constant, the price level must rise when interest rates rise, since the 
supply of real balances is to decrease toward equality with the falling 
real balance demand. At zero (or negative) interest rates the demand 
for liquidity is extremely high, perhaps infinite, so the price level must 


| 
ay 
D 
. 
LM 
3 
> 
© 
@ 
aa YR 
i 
4 
PP 


HOUGH: PRICE LEVEL IN MACROECONOMIC MODELS 277 


fall toward zero to increase the real balance supply sufficiently. 

When real income increases, with a constant rate of interest, the price 
level must fall enough to raise the supply of real balances toward equal- 
ity with the rising transactions demand for liquidity. It appears that 
smaller and smaller price decreases could achieve this as income grew. 
When real income rises, with a constant price level, the rate of interest 
must rise enough to hold the demand for liquidity down to the constant 
supply. Ever larger increments of interest might possibly be required 
for this purpose,’* but the analysis to follow is independent of this 
uncertain refinement. 

An increase in the supply of monetary liquidity shifts, in direct pro- 
portion, all points on the LM surface to a higher price level, in accord- 
ance with preliminary equation (10B). A permanent increase in the 
real liquidity demanded at each interest and income level (such as 
might result from a lasting increase in uncertainty) would shift the LM 
surface to lower price levels, provided that the real balance supply 
could only be increased by a price decline. 

Alternatively, if the price level is a given constant: 


(10C) Mu = fi, YR), 


as under Mints’ proposed rule that the price level be held invariant.” 
Further study of this equation (10C) should give us increased insight 
into the kind of events for which the authorities would have to compen- 
sate under the Mints price-level rule. For example, if the interest rate 
should tend toward zero, the supply of money balances might have to 
approach infinity, though the analysis to follow will indicate that such 
circumstances are unlikely. Population growth and capital accumula- 
tion will create a need for more liquidity to keep the price level up as 
the NF surface shifts out along the income axis. With this monetary 
policy the LM surface becomes a perfectly horizontal plane at the estab- 
lished price level. 


III. Variable Money Supply Behavior 


It does seem quite unrealistic to assume that the supply of money 
balances would remain constant (fail to increase) while the price level 
actually fell to an extremely low position. Gold and silver stocks may 
grow slowly, but, assuming legally fixed prices for these metals, this 
growth should accelerate as the price level fell farther and farther. As it 
approached abnormally low levels little else would be produced. Perhaps 
only an unusual political party in power would miss such an excellent 


* As assumed in J. R. Hicks, The Trade Cycle, p. 142. 
** Mints, op. cit., Ch. 6, pp. 115-42. 
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opportunity to reduce taxes and print currency. 

Much of this behavior would depend upon the speed of the decline in 
prices, but it is hard to imagine a price level approaching zero at all 
rapidly. If necessary, the public can begin using new standard commodi- 
ties as circulating medium, endowing them with general acceptability 
and “liquidity.” Thus, we might get a little closer to reality by suggest- 
ing: 


(9A) 


where M, is an initial supply of liquid money balances, is positive 
and perhaps somewhat larger than unity, and m is positive and possibly 
quite small. The supply of money balances is then assumed to increase 
without bound to prevent a zero price level, though it does not decrease 
significantly to prevent a rising price level. Equation (10) would 
become: 

aYr 


(10D) i= 


My m 
pen 


As the price level falls (in equation 10D) the equilibrium interest 
rate is reduced by the induced expansion in money-balance supply as 
well as the expansion in real-balance supply, and interest will now 
become practically zero “before” the price level reaches zero. This 
would introduce some negative curvature into the iso-income contours 
on the LM surface, especially at very low interest and price levels, 
which is probably more realistic than the straight lines in Figure 2. The 
money-supply assumptions in equation (10D) also permit income to 
grow without requiring such large decreases in the equilibrium price 
level. 


IV. Relation to the Quantity Theory of Money 


The equation 
iM 
is simply a behavior equation, giving the price level the public must be 
willing to pay for the determined real income, at the determined rate of 
interest, out of the given supply of liquidity. It is not unlike the quan- 
tity equation 
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They can be identical if k, the reciprocal of velocity, is an appropriate 
inverse function of the interest rate. About the only difference is the 
explicitness of the idea that the desired income velocity of circulation 
depends partly upon the interest rate.** The equation is not a truism, 
but the statement of a position likely to be reached because of the 
implied behavior. 

Empirical research has not yet established that interest rates exert 
an influence of significant power on the demand for liquidity within 
normal ranges of experience. It does not seem certain that the great 
bulk of liquid balances are held by those who would think of them as 
an alternative to interest-bearing assets, even in fairly long runs. In 
shorter runs it seems plausible to think of the expected price level as a 
more powerful influence, implying that commodity balances, rather 
than security balances, are more often thought of as the substitute for 
cash. In most of this analysis, however, the interest rate has been 
included as an influence on the demand for liquidity, though there may 
be conditions in which such influence is of secondary magnitude. In 
cycle analysis, for example, the influence of the expected interest rate 
may be dwarfed by the power of the expected price level. 

The concept of liquidity is not so much concerned with the quantity 
of liquid assets as with the percentage distribution of all assets. If 
currency (C), bonds (B), and capital (K), are the dominant forms in 
which assets may be held, then the liquidity concept may be crudely 
expressed, temporarily disregarding the weights for each term, by the 
definitional equation 


w= 


where f is a direct function such that: 
(10F) 
K 

The “supply of liquidity” in the private sector of the economy would 
then be increased if the government purchased capital equipment or 
commodity balances (any K) in the open market, perhaps even if it 
gave its bonds in exchange. The price level would probably rise even 
though interest, income, and the quantity of currency remained un- 
changed. 

A widespread destruction of physical capital in an economy would 
seemingly increase its liquidity, the quantity of circulating medium 
remaining constant, and might raise the price level to some extent, even 


* Cf. Jacob Marschak, Income, Employment, and the Price Level (New York, 1951), 
p. 17.47. 
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if income were somehow constant (implying increased laboring). This 
result may appear somewhat dubious at first, but it seems likely that 
those who had owned the destroyed capital (e.g., corporate stockhold- 
ers) would find themselves with a dearth of earning assets and a volume 
of liquid assets that would quickly come to be viewed as expendable. 
If the average size of cash balances should then be reduced, the conse- 
quent increase in the velocity of circulation would raise the price level. 

Alternatively, we might think of an isolated increase in physical 
capital as a cause of increased demand for liquidity rather than de- 
creased supply. We can then redefine a in equation (10B) to include the 
real volume of illiquid assets, suggesting something like: 


(a+jKr)Yr 
i 
gCu + sBu 
P 


where j and Kz help determine the income velocity of money. Ordinarily 
the liquidity weight applicable to bonds (s) would be less than the 
weight applicable to currency (q), which may be unity. Thus an open- 
market exchange of currency for bonds would increase the supply of 
liquidity (Mw) and the price level. (The conclusions are not different 
in any important way if C is defined to include checks and consumer 
credit as well as currency.) Equation (10) then can take the form: 


i(qCu + 
(0+ jKr)Vr 


The monetary authorities cannot change the real-balance supply by 
changing the money-balance supply, because the price level will adjust 
in the long run, leaving the real-balance supply under the domination 
of the natural levels of interest and income, via the real-balance demand. 
The money-balance supply could be at almost any level, in this long 
run, and the long-run equilibrium price level could be at almost any 
value, abstracting from trade with other economies. 

To say that the equilibrium level of the demand for liquidity is a 
resultant of the interest and income levels established in the real sector 
of the model is not to deny short-run causality to liquidity preferences. 
Exogenous causes, such as waves of fear, may induce shifts in the 
liquidity function which cause temporary changes in actual interest, 
income, and price levels. But the long-run tendency for the degree of 
liquidity to settle to a position determined by the markets for labor and 
for savings makes it appear to be more of a final result than a cause. 

Actually, the choice of a precautionary balance of a certain size may 
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be about as “real” a choice as the decision to save or be employed. A 
banker’s choice of inflation through derivative deposit creation is also 
“real” in this broad sense. All such choices must be balanced against 
their costs at equilibrium. 


V. Long-Run Equilibrium and Dynamic Paths of Adjustment 


The unique point of intersection of the three surfaces, shown in Figure 
3, determines the long-run equilibrium position toward which real in- 
come, interest, and the price level will tend, or at least the central point 


P i 


Yr 


Ficure 3 


about which we can expect cyclical cobwebs*’ when lags become a part 
of the system. 

In macrodynamics all these variables are (at each point in time) 
functions of what they recently were, and of what their determinants 
are expected soon to be. For example, the price level in February de- 
pends partly upon what the price level was in January, and upon what 
changes in money supply, income, and interest, are expected in March 
and April. Employment in February depends partly upon past employ- 
ment, as well as upon expected wage rates and price levels (consump- 


Hicks, The Trade Cycle, pp. 147-68. 
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tion and investment demand). Stability conditions may be such that 
movement away from the static equilibrium lasts for a painfully long 
time. 

The line of intersection (JSZM) of the JS and LM surfaces provides 
a sort of aggregate demand curve, to be set against NF, which repre- 
sents the aggregate supply, or total real output. If the NF surface shifts 
to the right because of capital accumulation or improved technology, 
we tend to get a lower interest rate, a higher real income, and a lower 
price level. 
Starting at equilibrium in Figure 4, if the VF line shifts to the right, 


i 


Ficure 4 


LM will follow it by shifting down to the right (giving a lower price 
level). The 7S curve will determine a lower interest rate, and the LM 
curve will move to the intersection of 7S and the new NF curve. The 
typical lags in the adjustment of these three markets seem to give a 
more plausible picture of dynamic process paths than that provided by 
considering such markets two at a time.’® 

Likewise, if the 7S surface shifts toward the origin in Figure 3, be- 
cause of an increased tendency to save, we arrive at lower interest and 
price levels, equilibrium income unchanged. Interest rates are lower 

“It is not implied that either the sequence of events or the duration of the lags will 
always be similar from cycle to cycle. Some of the more frequent patterns have been 
sketched with great insight by Lloyd Metzler in “Three Lags in the Circular Flow of 


Income,” Income, Employment, and Public Policy (Essays in Honor of Alvin Hansen), 
(New York, 1948), pp. 11-32. 
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because the willingness to save has increased. The price level is lower 
because “idle balances” have increased, according to the liquidity pref- 
erence hypotheses. 

A sharp decline in investment (or in government spending) shifts the 
IS surface toward the origin. The path of adjustment from P; to Ps 
(perhaps passing near Pz) in Figure 4 is fraught with dangers of 
cobweb-type cumulative processes. Interest rates, the price level, and 
the money wage rate must fall. An expected decline in the price level may 
shift the LM surface perversely down (in Figure 3) by increasing 
liquidity preference (hoarding). Sticky money wage rates may decrease 
the amount of labor demanded. 

Expansion of the money supply could, of course, remove the necessity 
for the price level and the money wage rate to fall, but any lag means 
declines in employment. The “saving” that has been going into invest- 
ment goods must become demand for consumer goods, via lower inter- 
est rates (or lower tax rates). If, however, only government investment 
has declined, the excess saving may come to be matched, via lower 
interest rates, by increased private investment. 

An examination of the various possible dynamic paths suggests that 
the actual operating level of real income (and employment) might be 
expected ordinarily to fluctuate below the long-run equilibrium level 
indicated by the intersection point in Figure 3, moving toward it with 
rising prices during cyclical prosperity, and then moving away with 
falling prices. 

The actual price-income point would thus follow a somewhat circular 
path, spiraling toward the right as physical capital accumulated, labor 
supply increased, and technology advanced. At various stages in this 
process an index of interest rates would show fluctuations (or a lack of 
fluctuations) which might sometimes be predicted, but which need not 
be at all uniform from cycle to cycle. If these movements were well 
understood, there could be therapeutic value in discretionary interest 
rate manipulations by the monetary authorities, but the predictive 
difficulties appear formidable. 

In a dynamic situation all three surfaces are continuously shifting, 
sometimes violently, and at variable speeds. The older monetary 
theories of the cycle emphasized the role of perverse changes in the 
quantity of circulating medium and perverse expectational changes in 
the demand for liquidity. These would be represented by shifts of the 
LM surface, up and down, in Figure 3, accompanied by changes in slope 
and curvature. Other theories emphasize shifts in the 7S surface. A 
more general theory can take account of the expectationally induced 
shifts in all three surfaces simultaneously. 

The study of economic history may tell us what these movements 
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have been during particular critical periods, and econometrics may help 
us generalize these experiences. The present discussion can do little 
beyond indicating what kind of sequences historians might look for, or 
what kind of hypotheses statisticians might test. The comparative- 
statics approach, as developed in this analysis, seems of value in pre- 
paring for the study of comparative dynamics, but it is far from being 
completely descriptive of current events. 

The only attribute needed for equilibrium in the long-run static model 
is flexibility of price, interest, and wage levels, but such a condition is 
almost the definition of the “long run.” It is hardly necessary to specify 
flexible real income also, but basic psychological desires would not be 
satisfied unless real income were free to vary. 

Domar’s proposed “guaranteed income’”* would not be much needed 
if our only difficulties were those of this long-run model. Given flexible 
prices and wages and a constant supply of money, the actual growth 
would always tend to approach the warranted growth. It is the addition 
of expectations and lags to the model that creates the more immediate 
problems that are to be partly solved by well-devised monetary and 
fiscal policy. It is the expectational models that need Mints’ rule that 
the price level must be constant, Friedman’s stabilizing structure of tax 
and expenditure systems,” Hicks’ discretionary interest rate manipula- 
tions, or Keynesian government investment. 

All wage rates and prices tend to become more and more flexible as 
the length of the run increases. Short-run inflexibilities could, of course, 
depress income and employment during the movements to the new equi- 
libria, but certain other aspects of this model will necessarily be differ- 
ent in runs short enough for wage and price rigidity. Short-run behavior 
is influenced by such a mass of psychological and institutional factors 
that, as history has shown, almost anything can happen. 


VI. The Dichotomy of Real and Monetary Events 


An increase in the supply of money balances will raise the LM 
surface in Figure 3, thus raising the price level, but no monetary 
changes can, on the basis of the present analysis, affect the final equi- 
librium level of real income or interest rates. Exogenous shifts in the 
demand for liquidity also change nothing but the price level in the 
longer runs, abstracting temporarily from a wealth-saving relation. 
As long as the 7/SNF intersection line in Figure 3 is strictly vertical, 
the classical dichotomy of real versus monetary economics holds for 


* Op. cit., pp. 137-48. 


* Milton Friedman, “A Monetary and Fiscal Framework for Economic Stability,” Am. 
Econ. Rev., June 1948, XX XVIII, 245-64. 


‘tar 
‘a 
fp 
4 
Ay, 
wy 
$4 
hog 
ou 
con 
4 
\ 
: 


HOUGH: PRICE LEVEL IN MACROECONOMIC MODELS 285 


all runs long enough to avoid wage, price, or interest rigidities.”* 

Changes in the distribution of income or wealth might, however, 
change the behavior of saving, investment, employment, and labor 
supply. Moreover, such changes may be the necessary concomitant of 
certain monetary developments (for example, open market operations) 
so that “real” plans may be affected by monetary events. Thus, the 
dependence of saving on the amount of wealth is not necessary to estab- 
lish causal influences between monetary changes and the interest rate, 
though, as Metzler has shown,” it is ordinarily sufficient. This “Pigou 
effect” may be a weak phenomenon, as indicated by Tobin.”* 

Similarly, investment, savings, and employment plans may depend 
upon the historic stability of the price level, perhaps upon the probable 
error of the experienced price level. Investment, for example, might be 
greater if the price level were more stable. Interest rates would then 
depend indirectly upon monetary events, via real choices. 

A quite different monetary influence is discussed in a recent article 
by Vera Lutz.” It is there argued that if saving propensities are greater 
among profit takers than among wage earners, any redistribution of 
income favoring profits will increase saving and lower interest rates. 
An expansion of the money balance supply, raising the price level, will 
then have an influence on the real variables. This comes about because 
money wage rates lag behind the rising price level, shifting command 
over real income from wage earners to profit takers, so that there is in- 
creased real saving and a reduced rate of interest. The resulting addi- 
tions to current investment will tend to lift the marginal productivity of 
labor to higher levels than it would otherwise have reached. 

This whole process, however, seems to be a short-run or transitional 
movement along a dynamic path, not a finally determined condition. 
Unless the money increments are continuous, money wages will eventu- 
ally catch up, saving will return to normal, and the rate of interest will 
return to its previous position. If runs as short as this are to be 
analyzed, her explicit assumption of static expectations does not seem 
tenable. 

Even though the “real” resultants (interest rates and income levels) 
are somewhat insulated, in the long run, from purely monetary events, 
the insulation does not protect the “monetary” price level from the real 


* Cf. Modigliani, op. cit., pp. 45-88. 

“Lloyd Metzler, “Wealth, Saving, and the Rate of Interest,” Jour. Pol. Econ., Apr. 
1951, LIX, 93-116. 

3 Op. cit., p. 121. 

*“Real and Monetary Factors in the Determination of Employment Levels,” Quart. 
Jour. Econ., May 1952, LXVII, 258. 
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events or choices. The insulation is not equally effective in both direc- 
tions. For example, a change in the prestige of saving, or in the willing- 
ness to invest and employ, will change the price level by moving the 
ISNF line to a new position. 

Other exogenous factors which may thus affect the price level include 
risk, uncertainty, and tradition. Changes in such attributes of the 
economy will modify the behavior of saving, investment, employment, 
and labor supply. These, in turn, control the levels of income and inter- 
est, with important consequences for the amount of liquidity demanded, 
and possibly for the amount supplied by the private banking system. 
The price level is never completely determined until all such institu- 
tional variables have been brought into the matrix. 
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THE CAPITALIZATION AND INVESTMENT ASPECTS 
OF EXCISE TAXES UNDER COMPETITION 


By J. A. Stockriscu* 


Every tax that yields revenue has an “income effect.’”’ The income 
effect is the amount by which taxes reduce the money income of private 
individuals and groups.’ This reduction of private income has an 
explicitly measurable counterpart in the revenues obtained by taxing 
authorities during any taxing period. It should not be confused with 
concepts like “incidence” or “burden” which, as employed in traditional 
tax theory, often have “real” connotations. 

Applied to excise taxes, the income effect may be described in terms 
of national accounting. With a given gross national product, total pay- 
ments to owners of productive power would equal the value of that 
product if there were no indirect taxes. After allowance for capital con- 
sumption undergone to produce the period’s gross product, national 


income at factor cost would equa! the net value of that product. As 
excise taxes are imposed, and if aggregate spending and hence the 
product side of the national accounts remain unchanged, total explicit 
resource earnings would fall by the amount of the tax yield. On this 
assumption, excise taxes drive a “wedge” between the market value of 
the things upon which money is spent and the market value of the 
services which produce those things.” One of the important functions of 


* The author is assistant professor of economics at the University of Wisconsin. He is 
indebted to his colleagues, Professors Martin Bronfenbrenner and Harold M. Groves, and 
to Professor Earl R. Rolph of the University of California, Berkeley, for helpful criticisms 
and suggestions regarding this paper. 

*Earl R. Rolph, “A Proposed Revision of Excise-Tax Theory,” Jour. Pol. Econ., 
Apr., 1952, LX, 104-5. 

? This fall in resource earnings happens independently of what is done with the tax yield. 
Government spending of the tax proceeds, for example, serves only to maintain aggregate 
money demand. That is, private money demand is curtailed to the extent of the income 
effect, and government money demand will increase by the amount of the tax yield. The 
combined effect of the taxing-spending policy is to transfer the use of resource services 
from private to government purposes. The wedge between total spending and the value 
of the total product on the one hand, and the value of productive services which produce 
the total product on the other hand, nevertheless remains. If the government does not spend 
the tax proceeds, aggregate demand falls and resource earnings fall further. 

In analyzing the income effect, or who bears it, it is convenient to separate out either 
the impact of government spending or the deflationary effect when tax proceeds are im- 
pounded. Pages 4-5 below present assumptions which enable us to concentrate exclusively 
on the income effect. 
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a theory of excise tax shifting is to determine which resources suffer 
the income effect. 

An important by-product of the income effect is that, under com- 
petitive factor markets, earnings rates will fall as given physical re- 
sources compete for the lower level of money income left by the in- 
direct taxes. Lower earnings rates mean lower hiring prices and costs 
for firms producing nontaxed items but which use resources common 
to taxed activities. If some of the nontaxed commodities are newly 
produced capital assets, partial excise taxes can influence the level of 
real investment and the value of the capital stock. The income effect 
itself can lower the anticipated earnings of real assets. Hence excise 
taxes can change both the numerator and the denominator of the ratio 
which provides the real capitalization rate at any point in time. The 
impact of excise taxes on real investment, the value of the capital stock, 
and the rate of return appear to be relatively unexplored phases of 
excise tax theory. The purpose of the following analysis is to fill this 
gap. 

Section I contains assumptions and states the monetary framework 
of the analysis. Section II discusses how excise taxes exert unequal 
income effects, which, in the case of excise taxes on consumer goods, are 
responsible for either higher or lower rates of return on investment. 
Section III considers further the effect on rates of return and the 
capitalization process, and treats in turn a completely general excise 
tax on all current output, a general tax on consumer goods and services, 
and a general tax on new capital assets. It is the second case—an 
exclusive consumer goods tax—which is the most interesting and im- 
portant because most excise tax systems tend to weigh more heavily on 
consumer items and because it is here that excise taxes can either lower 
or increase the rate of return. In the other two cases, excise taxes will 
lower the rate of return. Section IV deals with the manner by which 
excise taxes affect long-run capital accumulation and an unexplored 
phase of the welfare aspects of excise taxes. Section V discusses some 
implications and limitations of the analysis. 


I. Assumptions and Monetary Framework 


Throughout the analysis it is assumed that there are only two types 
of productive power: capital and labor. The services of each resource 
are homogeneous, but it is not assumed that capital and labor services 
are perfect substitutes for each other. Capital resources are produced 
by industries which currently employ both capital and labor services. 
Capital and labor earnings are therefore mutually determined by the 
demands for both consumer goods and new capital assets. We assume 
that capital and labor power are sufficiently mobile so as rapidly to 
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eliminate differential earnings that may be obtained by units of either 
resource in either industry.* Existing capital instruments may be valued 
either at cost of production or by capitalization. All services, products, 
and assets are competitively priced. We shall also assume that indi- 
viduals anticipate correctly the future earnings of real assets.* 

The correct foresight assumption enables us to employ a “real” capi- 
talization rate. Our capitalization rate is the “spot” rate of discount 
which equates the present value of future earnings of new assets with 
the cost of acquiring them on the most profitable margin of investment 
in the economic system at any point in time. We also make the con- 
ventional assumption that no particular relationship exists between the 
desire to forgo current consumption and the interest rate.° 

Although we ignore whatever influence the interest rate may have on 
“thrift,” it is nevertheless necessary to make an assumption about the 
money flow of investment or the rate of demand for new assets. Unless 
such an assumption is made, the theory that the capitalization rate is 
the marginal rate of return over cost does not take us very far because 
the cost of producing new assets depends on the level of demand for 
new assets whenever the capital goods industries do not operate under 
constant cost conditions. There is no necessary reason to believe that 
capital goods are produced under constant cost conditions; indeed, there 
is a strong presumption that all industries are subject to increasing 
money costs.° We shall therefore assume that the money flow of new 
investment remains unchanged. 

Upon tethering one important component of total spending, treat- 
ment of the income effect of excise taxes is greatly simplified if we also 
assume that consumption and hence aggregate expenditures remain 
unchanged. We may assume, for example, that the imposition of excise 
taxes is accompanied by a reduction of personal income taxes, or an 
increase in government transfer payments, or both, so as to keep the 
level and distribution of disposable income unchanged. Imposition of 
excise taxes will reduce the income people receive as owners of pro- 
ductive resources, but the transfer payments or income tax reductions 

*Such mobility is attained in practice by the degree of mobility existing resources pos- 
sess, and by the tendency of newly available productive power in a growing economy to 
enter the sectors where favorable differentials exist. 

*Our foresight assumption does not mean, however, that individuals anticipate tax 
changes. If all tax changes were correctly foreseen, imposition of a new tax would not 
cause any change in behavior because the adjustments characterized as tax shifting would 
already have been made. 

*Cf., however, D. H. Robertson, Utility and All That (New York, 1953), p. 101, for 
a contrary view. 

*Cf. Joan Robinson, “Rising Supply Price,” reprinted in Readings in Price Theory, 


ed. by G. J. Stigler and K. E. Boulding (Chicago, 1952), pp. 233-41. This paper owes a 
substantial debt to this highly original article. 
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will leave personal income and the product side of the national accounts 
unchanged with the passage of time. We must further assume that 
these compensating adjustments do not affect resource owners’ desire 
to maximize the earnings of their productive power. To be sure, in order 
to carry out such a compensation scheme in practice would necessitate 
knowledge of which resources actually bear the income effect of excise 
taxes, which is the problem our analysis treats. But we wish to concen- 
trate solely on the income effect, and not become involved with the 
deflationary impact of taxes and the strong possibility that tax-caused 
reductions of disposable income also cause relative demand curves to 
shift. Consequently, our constant GNP model is only a methodological 
device which permits us to treat one vital aspect oi taxation.’ 


II. Excise Taxes and Unequal Income Effects 


The starting point for the treatment of the income effect of excise 
taxes is the analysis of a completely general excise tax on all current 
output. Such a tax was analyzed by H. G. Brown, who demonstrated 
that it would not cause higher prices of taxed commodities through a 
restriction of output because there is no tax-free alternative into which 
productive resources could flow.*® The only other “slack” in the pricing 
system is in the prices of service inputs. A general excise tax causes the 
prices of all productive services to fall proportionately, and its income 
effect does not differ from that of a proportional income tax on the 
proceeds from the sale of currently priced service inputs.° 

When we attempt to treat nongeneral taxes, however, the analysis 
becomes somewhat involved. Shifting the income effect arises from both 
the supply and demand side. Let us first treat the supply forces. Initi- 
ally, a tax on a single commodity reduces the income of resources that 
produce the taxed commodity. Resources leave or avoid the taxed ac- 
tivity in quest of relatively higher earnings which are now obtainable 
elsewhere. From the competition to equalize earnings, tax-shifting in the 
traditional sense arises. As a result of this transfer. the earnings of re- 
sources which were previously in nontaxed activities fall somewhat. 


"We could alternately assume that the government spends the tax proceeds. But since 
government purchases differ from those of private individuals, other variables in the eco- 
nomic system will change. 

On the other hand, to the extent we have knowledge of government expenditures, there 
seems to be no necessary reason why the theoretical apparatus employed here cannot be 
applied in reverse. Rolph has used the same model for the treatment of excise subsidies. 
Cf. E. R. Rolph, “A Theory of Excise Subsidies,” Am. Econ. Rev., Sept., 1952, XLII, 
515-27. 


*“The Incidence of a General Output or a General Sales Tax,” Jour. Pol. Econ., 
Apr. 1939, XLVII, 254-62. 


Ibid., pp. 255-56. 
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They, too, bear some of the tax’s income effect. Due to the different allo- 
cation of productive power, the relative supplies of taxed and nontaxed 
commodities change. There is a smaller rate of supply of the taxed com- 
modity, and its price rises. The productive power displaced from the 
taxed industry increases the supply rates of some nontaxed commodities 
and their market prices fall. 

The income effect of any partial tax would be equally diffused 
through an equiproportional reduction of all resource earnings if all 
commodities were produced under constant cost conditions. The uni- 
versal constant cost case would be applicable under either of two cir- 
cumstances: (1) if all productive power were homogeneous, or (2) if 
the production of all commodities required identical proportions of the 
different nonhomogeneous resources, which are here capital and labor. 

If all productive power were homogeneous, an excise tax on a single 
commodity would evoke a new equilibrium in which each unit of pro- 
ductive power would receive lower but equal earnings. The tax would 
initially force the earnings of resources in taxed industry below the 
level prevailing in other activities. The resulting discrepancy would 
encourage an exodus of productive power from the taxed industry, and 
this shift of resources would drive down earnings in other activities. 
The interindustry resource flow would continue until earnings were 
equalized. The rate of earnings and the cost of producing nontaxed 
items would fall by the same proportion that the partial tax reduced 
total resource earnings. The income effect of the tax would be equally 
diffused. Consumers would be faced with a higher price of the taxed 
commodity and slightly lower prices of all other commodities. 

If the production of all commodities required identical proportions 
of the nonhomogeneous types of productive power, the income effect of 
a partial excise tax would again be equally diffused. An excise tax on a 
single commodity would sharply lower the earnings of capital and labor 
in the taxed activity. Both capital and labor would transfer into the 
nontaxed sector until equal but lower earnings were restored for units 
of both resources. Because increments of both factors become available 
to the nontaxed sector at proportions which are identical to those which 
existed in the nontaxed sector before the tax, the earnings of both 
factors would fall by equal proportions. The income effect of the tax 
would be equally diffused. 

When the production of the taxed commodity requires capital and 
labor in proportions which differ from those in the nontaxed sector, 
relatively more of one factor or the other flows into the nontaxed sector. 
Again earnings of the different factors are equalized, but this time the 
earnings of the factor more intensively employed in the taxed industry 
will fall by a greater proportion than the factor less intensively em- 
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ployed in the taxed industry. For example, if the taxed industry has a 
labor coefficient which is greater than the average ratio of labor to 
output in the economy, the equalization-of-earnings process that ema- 
nates from supply forces will cause labor earnings to fall by a greater 
proportion than capital earnings. Therefore, as long as industries are 
“idiosyncratic,”*® in that they require combinations of productive fac- 
tors peculiar to themselves, taxation of particular commodities will have 
two important effects: (1) to lower the money costs of producing non- 
taxed or more lightly taxed articles, (2) to change relative resource 
earnings and impose an unfavorable income effect on resources em- 
ployed intensively in the taxed industry.” 

The shifting of the income effect due to demand forces, to which we 
now turn, results from the relative change in product prices. For ex- 
ample, when the demand for the taxed commodity is inelastic, consum- 
ers will spend more on it when its price rises. They must therefore spend 
less on other commodities. Resources producing the commodities on 
which consumers economize also bear some of the income effect. 
Changed expenditure patterns further alter the allocation of resources 
until the earnings of units of nonhomogeneous resources are equalized. 
Shifting of the income effect that emanates from the demand side may 


mitigate, reverse, or intensify the unequal income effects that result 
from supply or production conditions.** But because we assume constant 
money expenditures on consumer and new capital goods, no shifting of 
the income effect will occur from demand forces with the imposition of 
a general tax on either consumer goods or new assets. 

In an economy where some resources are engaged in the production 


* Robinson, op. cit., p. 236. 

™ Given the change in relative factor earnings and hiring prices, business organizations 
will have an incentive to substitute the factor whose earnings have fallen the most for 
the factor whose earnings have fallen the least. The substitution process will mitigate some- 
what the unequal income effect. But as long as the services of the resources are imperfect 
substitutes in production, the substitution process is subjected to diminishing returns, and 
the unequal income effect prevails. For the purpose of this analysis, it is not necessary 
to take cognizance of the technical substitution process. Recognition of the nonproportionate 
reduction of resource earnings is sufficient to illustrate the impact of excise taxes on the 
real rate of return. On the other hand, this analysis does not preclude variability in the 
“factor mix,” nor does the analysis rest on the assumption of fixed production coefficients. 
It is from the fact that production coefficients of taxed and untaxed commodities differ 
at the time partial excise taxes are imposed that unequal income effects result. It is also 
for this reason that an equal-diffusion outcome—as advocated by writers like Canard and 
David Wells—is highly unlikely. For a summary of the equal-diffusion theories of Wells 
and Canard, and citations of their literature, cf. E. R. A. Seligman, The Shifting and 
Incidence of Taxation, 5th ed.,) New York, 1932), pp. 159-63, 167-69. 

* In the universal constant cost case, however, the impact of differing demand elasticities 
for various products will not change relative resource earnings. It will, of course, determine 
the magnitude of the interindustry flow, the absolute size of the tax yield, and the propor- 
tion by which al! resource earnings fall. 
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of capital assets, excise taxes can change the cost of producing new and 
replacing old capital assets. The income effect of excise taxes can also 
change the anticipated earnings of both new and old assets. Hence 
excise taxes affect both the numerator and the denominator of the ratio 
that provides the real capitalization rate at any point in time. Because 
of unequal income effects, however, there is no necessary reason why 
the numerator and denominator of the capitalization-rate-determining 
ratio should change by equal proportions; hence, excise taxes can 
change the real capitalization rate or the rate of return on investment. 
Precisely how excise taxes influence the variables of capital and interest 
theory depends on the nature of the tax system and the relative struc- 
tures of the industries which produce new capital assets and consumer 
goods. To a consideration of some of these relations we now turn. 


III. Excise Taxes, the Rate of Return, and Capitalization 
A General Excise Tax on Both Consumer Goods and New Capital Assets 


Imposition of a uniform excise tax on both consumer and new capital 
goods reduces capital and labor earnings proportionately. The nontax 
cost of constructing new assets falls; but the cost, including tax, of 
acquiring new assets remains unchanged. Net anticipated earnings of 


new assets and hence the capitalization rate fall.** The earnings of 
existing assets and the capitalization rate fall pari passu. Lower earn- 
ings of existing assets are capitalized by a proportionately lower rate 
and the value of the capital stock remains the same. 


An Exclusive Tax on Consumer Goods 


If an excise tax is confined to consumer items, and if the industries 
producing capital goods and consumer goods employ identical propor- 
tions of capital and labor, equal amounts of capital and labor flow from 
the consumer goods industry into the capital goods industry. The inter- 
industry flow is accompanied by a lowering of the money earnings of 
both resources. Because both industries employ equal combinations of 
both resources, earnings of capital and labor fall by equal proportions. 
The income effect is equally diffused. The capital goods industry will 
be able to produce new assets at prices which are lower by the pro- 
portional fall in factor prices. The anticipated earnings and the cost of 
producing new assets fall by equal proportions. The capitalization rate 
remains unchanged.** The lower earnings of old assets are capitalized 


* Brown, op. cit., pp. 256-57. 

“H. G. Brown, ibid., p. 257, tends to equate his “general output tax” with a retail 
sales tax. Strictly speaking, a retail sales tax would not hit most investment outlays; 
consequently, the Brown conclusion that the capitalization rate falls would not hold in 
the case of the type of tax he discusses. 
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by the unchanged rate and the value of the capital stock falls. This 
general capitalization outcome also follows on the basis of a cost-of- 
production theory of asset valuation: The tax on consumer goods lowers 
the cost of producing new capital assets and replacing old ones. Old 
assets will not be valued by investors at prices which are any higher 
than the cost of producing new assets which yield similar future income 
streams. 

The exclusive consumer goods tax will increase the price level of 
consumer goods. Although the before-tax cost of producing consumer 
goods falls due to lower resource earnings and hiring prices, consumer 
goods must bear the full impact of the partial tax. For example, a 10 
per cent ad valorem tax on consumer goods will not reduce total and 
average resource earnings by the full 10 per cent, since part of the 
income effect is diffused to resources in the capital goods sector. The 
cost of producing both capital and consumer goods falls by something 
less than 10 per cent, depending on the relative importance of the capi- 
tal and consumer goods sectors. But added to the lower cost of produc- 
ing consumer goods is the full 10 per cent of the tax. Consequently, 
both the relative and absolute price level of consumer goods increase.*® 

Let us now drop the assumption that the consumer and capital goods 
sectors employ identical proportions of capital and labor. Under these 
conditions, a consumer goods tax will again cause both labor and capital 
resources to leave or avoid the consumer goods sector until the earn- 
ings of units of each resource are equalized in both sectors. The relative 
and absolute price-level effects between capital and consumer goods are 
the same. But in the case where the production functions of the two 
sectors differ, the relative earnings of capital and labor and the capi- 
talization rate change. 

If the consumer goods sector is relatively labor-intensive, the imposi- 
tion of a consumer goods tax will lower labor earnings and hiring prices 
by a greater proportion than it reduces capital earnings. The tax, in 
effect, hits the activity in which labor power is relatively concentrated 

*The same price level effect follows on the basis of our assumption that a given 
amount is spent on consumer goods. The tax forces productive power into the capital 
goods sector in the effort to equalize earnings. Less productive power in the consumer 
goods sector reduces the output of consumption goods. With given money consumption 
expenditures, the prices of smaller supplies of consumer goods are bid up. 

This price level effect is not dependent on our constant expenditure (elasticity) assump- 
tion. If individuals spend more or less on consumer goods, expenditures on new investment 
must change in the opposite direction and by an equal amount if aggregate demand is to 
remain unchanged. Resource earnings must still fall by the amount of the tax yield. It 
might be added that the view that a general “sales tax” is “shifted forward” to consumers, 
which traditional theory suggests, implies (1) that the elasticity of demand for consumer 
goods is zero and (2) aggregate demand increases by the full amount of the tax yield. 


These implicit assumptions involve extremes for both consumer behavior and general 
monetary conditions. 
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and “specialized.” The tax also reduces capital earnings, since there are 
nevertheless capital resources in the consumer goods sector. Due to the 
unfavorable income effect the tax imposes on labor, the capital goods 
sector will find that production costs fall by a greater proportion than 
do the anticipated earnings of new assets. To the extent that capital 
earnings and hiring prices fall, the earnings and capital-services cost 
component for new assets fall by equal proportions; but to the extent 
that labor suffers the unequal income effect, the labor cost component 
of the capital goods sector falls by an even greater proportion. The 
total cost of producing capital goods falls by a greater proportion than 
anticipated earnings fall. The capitalization rate rises. 

Should the consumer goods sector be intensively capital-using as 
compared to the capital goods sector, the consumer goods tax will re- 
duce capital earnings by a greater proportion than it does labor earn- 
ings. In this case, the cost of capital services to the capital goods sector 
and anticipated capital earnings fall by equal proportions. But labor 
earnings, and thus the labor costs in the capital goods sector, do not fall 
as much. Hence the total costs of producing new capital assets do not 
fall by as great a proportion as do anticipated earnings. The rate of 
return, or the capitalization rate, falls. 

The impact of the consumer goods tax on the value of the existing 
capital stock also follows on the basis of a capitalization valuation 
theory. In the case where the tax increases the capitalization rate, the 
capitalization effect is clear: the lower earnings of existing assets are 
capitalized by a higher rate and the value of the capital stock falls. But 
the notion of the value of the capital stock falling even when the capi- 
talization rate falls may seem at first glance somewhat anomalous. How- 
ever, it is simply a matter of proportions. The capitalization rate does 
not fall by as great a proportion as the earnings of existing assets. The 
reason for this is that the capitalization rate is determined by both the 
future earnings of new assets and their costs of production. Because 
the cost of producing new assets falls due to the consumer goods tax, 
the capitalization rate does not drop by the same proportion as do total 
earnings of old assets. The new discount rate is relatively higher, com- 
pared to the earnings of old assets, than previously. 


An Exclusive Tax on New Capital Goods 


An exclusive tax on new capital assets will cause both labor and capi- 
tal resources to leave or avoid the capital goods sector and enter the 
consumer goods sector. The output of consumer goods will increase; 
their prices, fall. Capital or labor will bear an unequal income effect if 
the capital goods sector is capital or labor-intensive, although the ear- 
nings of both resources will fall in the competition to equalize earnings. 
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Although the capital goods sector will be able to hire resource services 
at somewhat lower prices, the market prices of new assets will rise due 
to the direct impact of the tax itself. Resource earnings do not fall by 
the same proportion as the tax rate due to the partial nature of the tax. 
Consequently, the market prices of new assets will increase somewhat. 
Because capital earnings fall and the market prices of new assets rise, 
the capitalization rate must fall, even when capital does not suffer the 
unfavorable income effect. 

The direct price-raising effect of the exclusive capital goods tax 
causes the capitalization rate to fall by a greater proportion than do the 
earnings of existing assets. Lower earnings of old assets are capitalized 
by an even lower rate. The value of the capital stock rises. The same 
general capitalization effect follows from a cost theory of asset valu- 
ation. The impact of the tax on the market prices of new assets also 
increases the cost of replacing old assets. 


IV. The Real Investment and Relative Price Effects of Excise Taxes 


In order to illustrate how a general consumer goods tax will affect 
relative prices and real capital formation, let us imagine a simple con- 
stant returns economy in which total spending and its distribution be- 
tween consumption and gross investment remain unchanged with the 
imposition of a 10 per cent ad valorem sales tax on consumption goods. 
In this model, it is assumed that the capital and consumer goods indus- 
tries employ indentical proportions (but not equal] amounts) of capital 
and labor services. Hence the two sectors are subject to constant re- 
turns. Table I illustrates the before- and after-tax equilibrium condi- 
tions. 

TABLE I 


Allocation of |Prices (Before-tax 
GNP Con- Gross |Resource] Real Resources| index=100) 


sumption I Earnings 
Cc I Cc I 
Before Tax 250 200 50 250 80 20 | 100 100 
After Tax 250 200 50 230 | 78.24 | 21.76 | 102.24 92 
Per Cent Change 0 0 0 —8 |-2.2 |+8.8 | +2.24; -—8 


The basic equilibrium condition in our hypothetical economy is that 
units of each of the nonhomogeneous resources obtain equal earnings in 
both the capital and consumer goods industries. With the imposition of 
a 10 per cent ad valorem tax on consumer goods, the consumer goods in- 
dustries have less income with which to pay resources they employ, and 
the effect will initially be to lower earnings in those industries below 
earnings prevailing in the capital goods industries. The disparity of 
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earnings will induce a flow of resources from one industry to another 
until rates of remuneration are again equal. Within our model, for ex- 
ample, if there were a hundred units of resource, each earning 2.50 be- 
fore the tax, the new earnings rate would be 2.30 after the tax. In order 
to effect the new equilibrium, the employment of physical resources in 
the capital goods sector would have to increase from its pretax level of 
20 to 21.76. The latter figure is derived by dividing the new equilibrium 
earnings rate into the constant investment money outlay of 50. The 
physical output of consumer goods would fall by the same proportion 
that employment in the consumer goods sector declines due to our as- 
sumption of constant returns. Consumer goods output would be 2.2 per 
cent less. To clear the smaller output at a given level of money demand 
would cause the price level of consumer goods to increase by 2.24 per 
cent. The greater amount of physical resources in the capital goods 
sector would increase capital goods output by 8.8 per cent. Because 
resource earnings are 8 per cent lower, the cost of producing physical 
assets would also fall by 8 per cent. The value of the existing capital 
stock would fall by the same proportion since no old physical assets 
will be valued at prices greater than their cost of reproduction. 
Although the model is highly simplified, it serves to illustrate several 
important points. The first point is that excise tax systems which do not 
hit new capital assets and consumer goods equally can influence both 
consumer welfare and economic growth. In the example, the price level 
of consumer goods will rise slightly with an exclusive tax on consump- 
tion items. The consumer welfare is “worsened” to this extent by excise 
taxes. Here is the grain of truth in the traditional doctrine that con- 
sumers “bear” excise taxes. But it should be emphasized that the extent 
to which excise taxes do worsen “consumer welfare” depends on the 
relative importance of the consumer goods sector in the economy and 
limitation of excise taxes to the consumer goods sector. For this reason 
Rolph’s rejection of the traditional doctrine that consumers “bear” 
excise taxes requires modification.** On the other hand, to the extent 
that a given excise tax system taxes new capital assets heavier than 
consumer goods, there will be a relatively greater output of consumer 
goods and fewer new capital goods. In this case, consumer welfare is 
improved and Rolph’s criticism of traditional theory is understated. 
The important point which should be emphasized, however, is that be- 
fore it is possible to appraise the welfare aspects of excise taxes, it is 
necessary to take cognizance of their impact on real investment.”* 


**“A Proposed Revision of Excise-Tax Theory,” op. cit., p. 102. 

"For a comprehensive discussion of the impact of excise taxes on consumer welfare 
and citations of the relevant literature, cf. Earl R. Rolph and George F. Break, “The 
Welfare Aspects of Excise Taxes,” Jour. Pol. Econ., Feb. 1949, LVII, 46-54. 
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To the extent that an excise tax system discourages or encourages the 
production of consumer goods, it will have an opposite effect on the level 
of real capital accumulation. A general tax on consumer items makes it 
possible for a given level of money investment to buy more real physical 
assets. Economic growth will be encouraged and the economy will have 
a larger physical stock of capital with the passage of time. Over the 
long run, the resulting higher level of physical output may improve 
consumer welfare. Also, depending on the long-run productivity and 
substitution of capital, the relative shares and earnings of capital and 
labor may be changed further. Speculation about these effects, however, 
is beyond the scope of the present discussion. It is sufficient to point out 
that excise taxes, through their impact on real investment, can influence 
economic development and affect consumer welfare in a manner not 
noted by traditional welfare economics.** 


V. Conclusions and Implications 


This analysis does not pretend to be a “general theory” of excise 
taxation. We have attempted to treat only partially one of the many 
effects of excise taxes: the income effect and its impact on relative 
resource earnings, on the cost of producing capital assets, and on the 
rate of return. We have not examined less general excise tax systems, 
which are the most common and which do not by any means involve 
the taxation of either all consumer or all investment outlays. Our as- 
sumptions of a “two factor” economy and competitive pricing of both 
products and resource services is highly unrealistic. The assumption of 
a constant GNP and total level of spending removes us even further 
from the real world. Yet despite the narrowness of the analysis, our 
results have implications for the treatment of important aspects of fiscal 
and tax theory. 

To the extent that a large number of specific “factors” are engaged 
in the production of many commodities and services, the unequal in- 
come effects of particular excise taxes will be much sharper—especially 
during shorter periods—than indicated here. With the imposition of 
new excise taxes, the relative mobility of the different specialized re- 
sources plays an important role in the shifting of the income effect. 
For example, in an industry which employs highly specialized workers 
but where the capital resources can easily be transferred to other al- 

** An interesting aspect of excise taxes is illustrated by our model if the expenditure of 
50 on investment were simply the amount necessary to maintain a given capital stock 
intact in the sense of preserving something like the classical stationary state. If, under 
these conditions, the state imposes an excise tax on consumer goods, and if capitalists 
continue to spend 50 on new capital assets, the society will be engaging in real capital 


formation. In order to maintain the stationary state, therefore, it would be necessary that 
the money expenditure pattern shift in favor of consumer goods and against capital goods. 
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ternatives, the workers may suffer a sharp reduction in earnings (or 
unemployment) with a newly imposed excise tax. Over a longer period, 
however, capitalists may undergo the unfavorable income effect if the 
industry is capital-intensive. Should the capital resources of a newly 
taxed industry be highly specialized, their owners may suffer a pronoun- 
ced capital loss, even to the extent of being unable to extricate their 
initial capital investment.*® Such possibilities suggest that greater 
attention should be given in tax analysis to production conditions and 
resource mobility. 

Recognition of the possibility that excise taxes can have unequal 
income effects suggests that determination of who bears them can have 
implications for both equity and fiscal policy considerations. For ex- 
ample, a pattern of excise taxes that greatly reduces the incomes of 
property owners will have a different effect on the shape of the con- 
sumption function than an excise tax system that imposes an unfavor- 
able income effect on workers. The relative amounts spent on con- 
sumption and saved will differ in either case. If to this effect is added 
the possible impact of an excise tax system on the rate of return, the 
level of total and investment spending—and hence employment—can 
be significantly influenced by excise taxes. Indeed, our own analysis 
clearly demonstrates the unrealism of assuming total spending fixed 
when we treat the problem of tax-shifting. But it also demonstrates the 
need to ascertain clearly the relative pricing and distributive effects of 
indirect taxes before we can apply modern income theory to fiscal 
problems. 

Our assumption of pure competition in product and factor markets 
does not preclude applying the method of analysis to imperfect market 
structures. In fact, the income effect concept lends itself admirably to 
treating such conditions. For example, if an oligopolistic industry 
raises its product’s price with the imposition of a new excise tax, the 
income effect of the tax may be shifted from both the demand and the 
supply sides. Resources that are displaced by such a pricing policy must 
obtain employment elsewhere and drive down earnings in those other 
activities. If earning rates are inflexible downward, or if there are 
barriers to entry in other industries, unemployment or disguised un- 
employment can result. The relative bargaining power of workers and 


” Although we cannot explore the point here, this suggests that frequent changes in 
excise tax systems can cause capital losses in various parts of the economy without 
necessarily generating corresponding capital gains in other parts of the economy. Such 
changes could possibly provoke unintended capital consumption for the economy as a 
whole. The fear of such capital losses could perhaps have a much greater deterring effect 
on investment incentive than would the lower rate of return caused by the income effect. 
This possibility illustrates a truth behind the view—advanced by the older diffusion 
theorists—that “old taxes are good; new taxes, bad.” 
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capital owners can also influence the manner by which the income effect 
is borne by either type of resource as well as the impact of the tax on 
the rate of return. These possibilities open additional vistas for both 
tax analysts and students of various market structures. 

Like the major tools we have used—the theory of competitive price 
and the pure theory of capital—our analysis is only a first approxima- 
tion. Our conclusions, also, are perhaps somewhat unorthodox as com- 
pared with those of traditional tax theory. The primary reason for this 
deviation from the main stream of tax theory lies with the method of 
analyzing tax-shifting we have employed, even though it has made use 
of highly conventional analytical tools. That which demarcates the 
method of tax analysis is our exclusive concentration on the income 
effect—it is this which necessitates our restrictive monetary assump- 
tions. To those who may hold that our analysis is only half-complete, 
it might be suggested that government spending, transfers, and sub- 
sidies also have an income effect. The combination of analytical tools 
we have employed is the Fisherian capital concept, price analysis in the 
tradition of Walras and Wicksteed (as contrasted with that of Mar- 
shall), and the national accounting framework. More than anything 
else, the general equilibrium pricing approach brings into question 


many of the conclusions of currently accepted tax theory. If the above 
analysis is correct, it at least suggests that serious thought be given to 
the methodology of tax analysis. It also suggests that many interesting 
theoretical and practical questions arise when we explicitly recognize 
that a partial excise tax does more than just raise the price of the taxed 
commodity to those that happen to purchase it. 
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THE GROWTH OF AMERICAN UNIONS 


By Irvinc BERNSTEIN* 


Casting a gloomy eye over American trade unionism, the labor editor 
of Fortune recently remarked: “U.S. labor has lost the greatest single 
dynamic any movement can have—a confidence that it is going to get 
bigger. Organized labor has probably passed its peak strength.”* He 
argued that by 1946 unions had “saturated” the readily organizable 
segment of the labor force, the remainder presenting a more formidable 
problem—the South, the Mountain States, the small towns, the white- 
collar workers, the little firms, agricultural labor, and the service oc- 
cupations. 

This dismal analysis, apparently widely held, has only surface plausi- 
bility. Since 1946, in fact, the labor movement has been growing 
steadily. Further, if the factors responsible continue in force—and 
there are good reasons to expect that they will—unionism will expand 
in the future. 

This conclusion, to be meaningful, must be hung against the back- 
drop of history. Hence we must determine, first, the actual course of 
trade union growth in the United States and, second, its causes. Before 
dealing with these two central problems, however, a few preliminaries 
concerning sources, method, and scope must be disposed of. 

Wolman’s series on membership in American unions for the years 
1897-1948 supply the critical raw material for this study. I have 
chosen his data rather than Barnett’s, Peterson’s, or the Bureau of 
Labor Statistics’ because they are internally consistent and continue 
over a longer span of time. 

Membership, obviously, is not a perfect index of trade union growth 
and influence. It may, for example, yield an inadequate or erroneous 
impression at any given moment of the wage job unions are doing for 
their constituents, of the internal stability of the organizations, of their 
political effectiveness. Over the long pull, however, it seems reasonable 
to assume a rough correspondence between membership and factors of 


* The author is a research associate in the Institute of Industrial Relations, University 
of California, Los Angeles. He is grateful to Professor Leo Wolman for supplying un- 
published union membership data and to Paul Bullock, Jr. for collecting materials and 
performing computations. 

* Daniel Bell, “The Next American Labor Movement,” Fortune, Apr. 1953, XLVII, 204. 
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this sort. Further, we are confronted with Hobson’s choice: there is 
no statistical substitute. 

The manipulation of Wolman’s figures includes a concept—‘“real”’ 
membership—that requires explanation. It is the number of union 
members corrected by the size of the labor force; the concept parallels 
that of “real” wages. The purpose is to show the growth of the union 
group over time without the distortion introduced by fluctuations in 
the number of people available for work. The labor force data are 
drawn from several sources: the series on gainful workers of the 
National Industrial Conference Board for 1900-1928 and the civilian 
labor force series of the Department of Labor and the Bureau of the 
Census since 1928. 

Wolman’s figures suffer two deficiencies from the viewpoint of his- 
tory: they begin too late and end too early. Nothing, unfortunately, 
can be done about the period prior to 1897. For the years since 1948 a 
quite clear picture emerges from membership figures provided by other 
sources, notably the American Federation of Labor and the State of 
California. 

The fact that this paper relies heavily upon statistical techniques 
requires a word of caution. Although problems that lend themselves 
to precise measurement are to be viewed statistically, my faith in the 
usefulness of mathematical methods in social affairs, is something short 
of infinite. Hence, no hesitancy will be shown in drawing conclusions 
in the absence of numbers. 

Exigencies of time, unfortunately, have imposed two limitations of 
scope. The first is to confine the study to the labor movement as a 
whole. No attention will be given to particular unions, industries, or 
localities except in so far as they shed general illumination. The second 
is to omit experience with unionism in other countries. 


I. The Pattern of Growth, 1897-1953 


The course of trade union membership in the United States for the 
period 1897-1953 appears in Table I. It reveals both actual and “real” 
membership, year-to-year shifts in each series, and the average annual 
change. 

The data of Table I are presented graphicaily in the accompanying 
charts. The first shows actual union membership for the period 1897- 
1948 and the second “real” membership for the years 1900-1948. In 
both charts the broken lines project membership in the labor move- 
ment as a whole for the years 1949-1953. This was done by applying 
the rate of growth of the A.F. of L. in this period to Wolman’s 1948 
figure.” The trend line in each chart is a hand-smoothed curve which 
suggests the long-run movement. 


* See page 304 for footnote 2. 
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TABLE I.—UNION MEMBERSHIP, 1897-1953 


Actual Membership* “Real” Membership 


Union Member- 
ship as Per Cent 
of Civilian 


Per Cent 
Change from 


Per Cent 
Number Change from 


Preceding Year Preceding Year 


1897 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 
1914 
1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
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® 1897-1934: Leo Wolman, Ebb and Flow in Trade Unionism. 
1935-1948: Leo Wolman, by correspondence. 
1949-1953: Projected from A.F. of L. membership. 
> 1900-1928: Nationa! Industrial Conference Board, gainful workers. 
1929-1948: Department of Labor and Bureau of the Census, civilian labor force. 
1949-1953: Projected from A.F. of L. membership. 
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TaBLe I1.—Continued 


Actual Membership* “Rea]” Membership» 


Union Member- 


Per Cent Per Cent 


Number Change from sa Change from 
Preceding Year Preceding Year 


14.0 
14.6 
15.4 
16.9 
20.4 
23.0 
23.6 
22.6 
23.5 
23.1 
22.9 
22.1 
24.4 
25.2 
26.8 


1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 14,228,959 
1950 14,029,754 
1951 15,418,700 
1952 15,912,098 
1953 17,010,033 
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Average yearly change 


* AF. of L. figures are used because they are the only ones to cover the whole period 1949- 
1953. They suffer three deficiencies for present purposes, none critical. First, the A.F. of L., 
undoubtedly, has grown faster than the rest of the labor movement since 1948. As a result, 
the projected figures in Table I are somewhat inflated. That they are essentially correct is 
evident from the fact that A.F. of L. is about sixty per cent of the total and that other 
sources, notably the reliable California statistics, confirm the growth pattern. A second 
deficiency with the A.F. of L. figures is that they are affected by the reaffiliation and 
disaffiliation of unions. In the years 1949-1953, however, only one event of major conse- 
quence occurred, the reaffiliation of the Machinists in 1951. Finally, the A.F. of L. figures 
measure the per capita taxes paid by the internationals rather than the actual number of 
members. For the period in question the statistics notoriously understate membership. 
Data for the A.F. of L. and California follow: 


A.F. of L. Membership California Membership 


“Real’’> “Real’’4 
(per cent) (per cent) 


1949 
1950 
1951 
1952 
1953 


“ Proceedings of the 72nd Convention of the American Federation of Labor, 1953. 

» Bureau of the Census, civilian labor force. 

* California Department of Industrial Relations. 

* California Departments of Industrial Relations and Employment, civilian labor force. 
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Viewed secularly, the transcendent fact of trade union membership 
between 1897 and 1953 is growth. At the outset there were fewer than 
half a million unionists; by 1948, according to Wolman, there were 
more than 14 million and by 1953, BLS reports, the number reached 
16% to 17 million.* The average annual accretion was 7.4 per cent. 
Much the same conclusion stems from an examination of “real” mem- 
bership. Only 3 per cent of a labor force of 29 million was organized 
in 1900. By 1953, 26.8 per cent of a working population more than 
double the size, approximately 63 million, was in the union group. The 
average annual rate of growth until 1948 was 4.8 per cent. 

Although the trend lines in Charts I and II are no more than graphic 
abstractions, they suggest steadiness in the upwardness of the curves. 
From the long-run point of view, that is, the fact that the labor move- 
ment has grown with relative consistency for fifty-seven years is more 
impressive than the fact that it has on occasion expanded at a more 
rapid rate or has actually declined. The only notable deviations from 
the trends were the periods of the first World War (when growth was 
at an unusually high rate) and the ’twenties (when this expansion was 
neutralized by decline).* 

Turning to the short run, we find that there were four subperiods 
in which unionism expanded very rapidly: the turn of the century, 
World War I, the New Deal, and World War II. This becomes evident 
from an examination of Table II, which separates out and characterizes 
ten secondary time intervals on the basis of the average annual rate 
of change in membership. 

The four subperiods that evidenced marked growth in union mem- 
bership together accounted for nineteen of the fifty-seven years (33 
per cent of the total), with adjustments for the exceptional years noted 
in the table. A fifth subperiod, consisting of three years (5 per cent), 
produced moderate expansion. Three of the subperiods, comprising, 
with adjustments for exceptions, thirty years (53 per cent), witnessed 
relative stability. Two subperiods, providing five years between them 
(9 per cent), saw a marked retrenchment in membership. 

This evidence may be drawn together as follows: In the period 1897- 
1953 as a whole trade unionism in the United States expanded secularly 
and quite steadily as measured both by the actual number of members 
and by that figure corrected by the size of the labor force. Viewed in 


* Bureau of National Affairs, Daily Labor Report, May 15, 1953. This estimate is not 
far from the projection based on A.F. of L. data shown in Chart 1, a shade over 17 million. 

*Union decline in the ’twenties presents a challenging problem of analysis which, 
unfortunately, cannot be undertaken here. The question is considered at length in Leo 
Wolman, Ebb and Flow in Trade Unionism (New York, 1936), Ch. 4 and Irving Bernstein, 
The New Deal Collective Bargaining Policy (Berkeley, 1950), Ch. 1. 
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TaBLe II.—Periops oF UNION MEMBERSHIP CHANGE, 1897-1952 


Average Annual 
Number | Membership Change 
of (per cent) Characterization 
Years 


Exceptional 
Years 


Actual “Real” 


OCR WE 


1897-1903 
1904-1916 
1917-1920 
1921-1923 
1924-1931 
1932-1933 
1934-1938 
1939-1941 
1942-1944 
1945-1953* 


sharply up 

stable, modestly up 
sharply up 

sharply down 

stable, modestly down 
quite sharply down 
sharply up 

modestly up 

sharply up 

stable, modestly up 


++++ 


* 1945-1948, aJl unions; 1949-1953, A.F. of L. 
> 1900-1903. 


the short run, four subperiods provided the bulk of the growth. That 
is, the actual number of trade unionists tended to expand fairly steadily 
over the time span in its entirety; union membership grew markedly 


faster than the labor force in four shorter intervals that together com- 
prised one-third of the total number of years. 


II. Factors Influencing Growth 


Any meaningful system of causation must account for both the 
secular and short-run growth that has occurred. The problem of ex- 
plaining the emergence and development of trade unionism in our 
industrial society has given rise to a fair-sized literature. It is rather 
interesting that most of this writing was done a generation or two ago. 
The tremendous scholarly activity of the past twenty years in the 
labor field has, with few exceptions, ignored this issue. 

There are two discernible schools that seek to explain the growth 
of unions: the first relates union expansion to the business cycle and 
the second relies on a pluralistic conception of the trade union, tying 
growth to a multiplicity of causes. 

The business cycle explanation of union growth has won for itself 
both wider currency and more eminent authority. Although its ex- 
ponents have disagreed somewhat among themselves, all have argued 
that fluctuations in union membership depend directly upon business 
activity. In 1910, for example, Commons wrote that the movement of 
wholesale prices for the period 1820-1908 offers “a clue to the labor 
movements of the time.” An upward swing in the curve is an index of 
prosperity; with good times, unions emerge and grow. When business 
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activity turns down, the organizations suffer defeat; labor either sub- 
sides or diverts its attention to political and economic panaceas. “This 
cycle,” he concluded, “. . . has been consistently repeated.’”® 

The latest and most sophisticated restatement of this hypothesis is 
Dunlop’s. Viewing American trade union history between 1827 and 
1945, he distinguishes seven periods of rapid expansion. They fall into 
two classes: those associated with wars (Civil, Spanish-American, 
World War I, and World War II) and those stemming from periods 
of deep unrest (1827-1836, 1881-1886, and 1933-1937). The growth 
of union membership in wartime “is to be explained almost entirely by 
developments in the labor market; the rapid rise in the cost of living 
and tne shortage of labor supply relative to demand.” The expansions 
related to unrest, he observes, came at the bottom of the long waves 
in the Kondratieff cycles. Each upheaval followed a severe depression 
when workers and unions were severely critical of the social system. 
Further, in all three cases discontented groups allied themselves with 
radical political movements—Jacksonian Democracy, Populism, and 
the New Deal.° 

The most penetrating exponent of the pluralistic view is Hoxie. 
American unionism, he tells us, is “one of the most complex, diffuse, 
and protean of modern social phenomena.” Above all else, the labor 
movement is opportunistic. “For, . . . unionists have been prone to act 
first and to formulate theories afterward. . . .” Finally, “an interpreta- 
tion of unionism, not in monistic, but in dualistic or pluralistic terms is 
required.’” 

Our present task is to test the adequacy of these two analyses in the 
light of the evidence on union growth. For the economic explanation 
statistical yardsticks are available; the pluralistic position, however, 
carries us outside the realm of measurement. 

*John R. Commons and Helen L. Sumner, A Documentary History of American 
Industrial Society (Cleveland, 1910), V, 19. He restated this view later in John R. Com- 
mons and Associates, History of Labour in the United States (New York, 1918), I, 10-11. 
Variations on this theme are played by George E. Barnett, “Growth of Labor Organization 
in the United States, 1897-1914,” Quart. Jour. Econ., Aug. 1916, XXX, 786 and “The 
Present Position of American Trade Unionism,” Am. Econ. Rev., Suppl., Mar. 1922, XII, 
passim; Horace B. Davis, “The Theory of Union Growth,” Quart. Jour. Econ., Aug. 1941, 
LV, 617; Selig Perlman, A History of Trade Unionism in the United States (New York, 
1922), p. 277; and Samuel Gompers, “Organized Labor’s Law of Growth,” 24th Conven- 
tion, American Federation of Labor, 1904, p. 15. 

*J. T. Dunlop, “The Development of Labor Organization: A Theoretical Framework,” 
in Richard A. Lester and Joseph Shister, eds., Insights into Labor Issues (New York, 
1948), pp. 190-92. The time span of our data is much too short to permit a test of the 
Kondratieff cycles. 

"R. F. Hoxie, Trade Unionism in the United States (New York, 1921), pp. 1, 34, 66. 
See also Wolman, op. cit., Ch. X; W. J. Phillips, Jr., A Theory of Union Growth (un- 
published Ph.D. dissertation, New York University, 1946), p. 396; and Joseph Shister. 
“The Logic of Union Growth,” Jour. Pol. Econ., Oct. 1953, LXI, 413. 
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In examining the former, we shall be concerned with a correlation 
between membership on the one hand and the business cycle as a 
whole, as well as several of its key components, on the other. The 
National Bureau of Economic Research offers the generally accepted 
description of American cycles which is employed for the period 1897- 
1938, supplemented for the years 1939-1949.* This analysis is under- 
taken with some hesitancy in face of Burns and Mitchell’s warning: 
“The results obtained from annual series are less trustworthy than 
those from monthly or quarterly.”® Unfortunately, the only available 
union membership series are on an annual basis. 

For the cycle as a whole it is necessary to distinguish between minor 
and major fluctuations. That is, secondary business cycles have no 
observable relationship to the number of trade union members. Hence 
we must write off for present purposes the contractions of 1899-1900, 
1903-1904, 1910-1911, 1913-1914, 1918-1919, 1923-1924, 1926-1927, 
and 1945, as well as the expansions of 1904-1907, 1908-1910, 1911- 
1913, 1924-1926, and 1932-1937. On the downside this leaves us with 
the “Bankers’ Panic” of 1907-1908, during which membership rose; the 
severe postwar depression of 1920-1921, in which unions declined 
sharply; the Great Depression of 1929-1932, when membership drop- 
ped modestly; the recession of 1937-1938, during which the number of 
unionists rose dramatically; and the downturn of 1948-1949, when 
unionism grew moderately. The periods of major business expansion 
also revealed a mixed result: in both 1896-1899 and 1900-1903 mem- 
bership gained markedly; the same can be said for 1914-1918; 
unionism, however, suffered its worst decline in the prosperity of 1921- 
1923; it was relatively stable in 1927-1929; it rose sharply in 1938- 
1945; and the number of unionists grew modestly in 1945-1948. 

Further, the cycle and membership show little correspondence in the 
direction of movement as measured by year-to-year changes. In twenty 
(38 per cent) of the fifty-two years in the period 1897-1948, one series 
rose while the other fell. This leaves entirely aside the more significant 
matter of the amplitude of fluctuation. 

This analysis suggests that the correlation between the National 
Bureau’s cycles and union membership is, at best, remote. The latter, 
clearly, fluctuates more sluggishly than business conditions. It is 
evident, therefore, that membership is responsive to several forces 
and that the cycle does not predominate among them. 

* The reference cycles through 1938 appear in A. F. Burns and W. C. Mitchell, Measuring 
Business Cycles (New York, 1946), p. 78. Milton Friedman has provided tentative dates 


for the period 1939-1949, as set forth in Albert Rees, “Industrial Conflict and Business 
Fluctuations,” Jour. Pol. Econ., Oct. 1952, LX, 376. 


* Ibid., p. 202. 
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In moving from the business cycle as a whole to particular com- 
ponents it is possible to expand the range of analysis. For this purpose 
four series have been selected: cost of living (consumer prices), employ- 
ment, wholesale prices, and industrial production. The comparison 
between year-to-year changes in relative union membership on the 
one hand and these economic series on the other is shown in Table III. 

Inspection of the data makes it clear that the relationship of “real” 
membership to these factors is neither direct nor precise. Several 
statistical manipulations confirm this conclusion without exception. For 
present purposes we need only rely upon the coefficient of correlation 
(for whatever it is worth) and the direction of year-to-year movements.”° 

Cost of living is the series whose fluctuations most closely approxi- 
mate those of union membership. Even here, however, the coefficient 
of correlation is below any meaningful level of significance, + .39. In 
fact, in nineteen (40 per cent) of the years the series moved in opposite 
directions. 

The relationship between “real” membership and employment is 
nonexistent, the coefficient being + .04. Something may be said, how- 
ever, for using actual membership in this comparison because employ- 
ment is the principal component of the labor force, and the latter is 
the factor by which actual is deflated to find “real” membership. The 
coefficient for actual, as might be expected, is more favorable, + .25, 
but still far from significant. In fact, in twenty-two of the years (46 
per cent) the two series fluctuated in different directions.”* 

The third of the economic factors, wholesale prices, has an even 
looser relationship with union membership. The coefficient of correlation 
is only + .23. Further, in seventeen of the years (35 per cent) the 
two series moved in opposite directions. 


* The formula from which the coefficient of correlation has been derived is, 


GG, 
x 
where = C2 and oy CH. 


Ox0y 


See Frederick C. Mills, Statistical Methods (New York, 1924), pp. 428-29. My statistical 
betters raise doubt over the application of correlation analysis to time series on the ground 
that the values involved are only a small sample of an unknown universe with no way of 
testing their representativeness. The results, nevertheless, agree with what is shown by other 
methods and are supplied so that the reader may give them the weight he thinks they 
deserve. 


"™ This conclusion is buttressed by a recent empirical study of unemployed workers in the 
San Francisco Bay area, which revealed that joblessness did not cause the worker to crop 
his union membership. J. W. Garbarino, “The Unemployed Worker during a Period of 
‘Full’ Employment,” Institute of Industrial Relations, University of California, Berkeley, 
Reprint No. 50, from A Sourcebook on Unemployment Compensation Insurance in Cali- 
fornia (Sacramento, Department of Employment, 1953), p. 29. 
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LII.—CHANGEs IN “REAL” UNION MEMBERSHIP 


AND Economic Factors, 1900-1948 
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4 
‘ 1901 6.7 5 1 1.4 7 
1902 18.4 4 7 6.5 | 
1903 3.3 8 3 3 
1904 6.7 1 0.2 1 
ix 1905 6.2 0 0.7 4 
es 1906 8.3 4 3 2.8 4 
“ae 1907 5.5 6 2 5.5 3 
BS 1908 0 2 7 3.5 4 
a 1909 6.9 1 7.5 .8 
1910 3.7 3 4.1 
ah 1911 8.9 3 7.8 2 
1912 3.3 9 6.5 9 
ry 1913 9.5 — 2.0 8 1.0 0 . 
the 1914 1.4 + 1.6 4 2.4 1 . 
py 1915 5.9 + 1.0 +0.4 2.1 2 
ee 1916 7.8 + 7.4 +6.4 0 8 
3 1917 8.7 +17.6 +6.4 4 8 . 
Ba 1918 2.0 +17.4 +3.5 7 .2 
sey 1919 9.0 +15.2 —4.9 6 —12.6 
1920 0.0 +15.8 —1.6 4 + 4.2 
1921 5.8 —10.9 —8.8 8 —22.7 
a 1922 6.8 — 6.3 +6.3 0.9 +25.9 ; 
at 1923 1.7 + 1.8 +7.4 4.0 +20.5 a 
ict 1924 4.8 + 0.2 —1.2 2.5 — 6.8 
ea 1925 1.3 + 2.6 +3.9 5.5 + 9.8 | 
ia 1926 2.6 + 0.8 +3.0 3.4 + 6.7 
a 1927 0 — 1.9 —0.4 4.6 — 1.0 
at 1928 3.9 — 1.1 +1.6 1.4 + 4.2 
- 1929 4.1 — 0.1 +4.1 1.4 +11.1 
a 1930 2.9 — 2.5 —4.5 9.3 —17.3 
1931 1.5 — 9.0 —6.8 —15.5 —17.6 
14 1932 7.5 —10.2 —8.2 —11.2 —22.7 
1933 6.5 ~ $5 +19.0 
sat 1934 0 + 3.6 +5.5 +13.7 + 8.7 - 
Re 1935 + 2.5 +3.4 + 6.8 +16.0 
ae 1936 1 + 1.0 +5.1 + 1.0 +18.4 
1937 9 + 3.6 | +468 + 9.7 
1938 5 — 1.9 —4.5 —-89 | 
1939 5 on 43.5 $9 | 422.5 
a 1940 3 + 0.8 +3.9 + 1.9 +14.7 
1941 5 | + 5.0 +6.0 +11.1 | +29.6 
Si 1942 7 +10.7 +6.8 +13.2 +22.8 
ae: 1943 7 + 6.1 +1.3 + 4.3 +20.1 
Re 1944 7 + 1.5 —0.9 + 0.9 — 1.7 
1945 6 + 2.3 —2.1 + 1.7 —13.6 
ts, 1946 2 | + 8.5 +4.6 +14.5 —16.3 
toa 1947 0 +14.3 +5.0 +25.6 | +10.0 
1948 7 | + 7.5 42.3 +85 | 42.7 
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The last economic series, industrial production, exhibits the least 
connection with union membership. The coefficient of correlation drops 
here to + .009, suggesting that each responds with virtually complete 
indifference to the other. In almost half the years, twenty-three, the 
two series fluctuated in opposite directions. 

In conclusion, the business cycle hypothesis fails to afford us a con- 
sistently valid explanation of union growth in the time span covered 
by this study. This applies both to the cycle as a whole and to several 
of its key components. The individual instances of relationship are 
sporadic and are counterbalanced by contrary experiences. So capricious 
a force can hardly explain the steady long-term growth that we have 
found. At best, the cycle exerts a contributory influence in specific 
historical contexts, as indicated below. 

A final question remains: Why is it that the growth of American 
unionism has not been closely linked to the cycle? Here Mitchell has 
supplied the key. “We cannot expect any activity to respond regularly 
to business cycles unless it is subject to man’s control within the periods 
occupied by cyclical phases, and unless this control is swayed, con- 
sciously or not, by short-period economic considerations.”** The judg- 
ment of a businessman to raise or lower his prices, to expand or 
contract production, to seek or refrain from seeking a loan is of this 
sort. The decision of a worker to join or separate himself from a trade 
union is not. It is, on the whole, not made “within the periods occupied 
by cyclical phases” and it is only rarely “swayed . . . by short-period 
economic considerations.” By Mitchell’s criterion, union membership 
falls outside the ambit of the business cycle. 

Hence we must look to Hoxie’s pluralism for a meaningful explana- 
tion for the course of trade union growth. Our fundamental problem 
of analysis is to apply the pluralistic conception to the two quite 
distinct phenomena of steady secular growth and rapid short-term 
expansion. As might be expected, the causal factors differ markedly. 

The principal secular forces that have shaped the size of the 
American labor movement are the following: 

First, the gradual expansion of the labor force, including employ- 
ment, has afforded unionism a steadily rising organizable potential. At 
the end of the nineteenth century the labor force comprised approxi- 
mately 29 million people; by the middle of the twentieth their number 
had risen to the neighborhood of 63 million. Moreover, the rate of 
accretion was remarkably steady at between 1 to 3 per cent annually 
with few exceptions. It is hardly unreasonable to expect that member- 
ship should have advanced at this pace at least. 


*W. C. Mitchell, What Happens during Business Cycles, A Progress Report (New 
York, 1951), p. 95. 
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The second long-run factor has been growing social acceptability of 
trade unionism. The worker’s propensity to join or refrain from joining 
a labor organization is significantly affected by the attitudes of his 
normal associates toward this issue. The employee without strong 
feelings one way or the other (he probably outnumbers those who feel 
deeply on either side) is inclined “to go along,” to accept the prevalent 
view in his shop or his town. In some industries, for example, construc- 
tion, it is fashionable to join; in others, such as office work, it is not. In 
certain towns, like Detroit, signing with the union is the thing to do; 
in Houston it is not. Over the long run the trade union has become an 
increasingly accepted institution in American society—in the law, with 
employers, in the community, and, most important for our purposes, 
with workers. Hence the act of joining has won growing respectability. 

The third force has been the growing homogeneity of the American 
labor force. Obviously, a socially integrated working class is easier to 
organize than one with divisive elements. In the United States the 
latter have taken the primary forms of immigrant groups, internal 
minorities (notably the Negro), religious differences, and sex. Anti- 
union employers in the past have exploited newly arrived immigrants, 
Negroes, and women to prevent organization. The marked though slow 
advances in the direction of homogeneity have made such activities 
increasingly difficult, or, to turn the coin, have simplified the business 
agent’s task. To take a crude example, he finds it more convenient to 
organize when all his prospective members speak English. The sharp 
change in immigration policy in the ’twenties helps to explain the rise 
of unionism in the following decade. Similarly, the gradual improvement 
in the status of the Negro in the past generation has permitted his 
growing participation in all our institutions, including the trade union. 
Finally, Shister points to the growth of public education as a favorable 
influence upon the propensity to join.’* 

The last secular factor has been the extension of collective bargain- 
ing provisions requiring some version of union security. The member- 
ship effect of the closed shop and the union shop is to cause new 
employees to join and to prevent old employees from withdrawing. 
Although we have only scrappy statistical information, it is clear 
that there were many more such agreements in existence in 1950 than 
in 1900 and that they applied to units with significantly larger numbers 
of workers. In all likelihood this growth fluctuated prior to the New 
Deal but has been fairly steady in the past two decades. The linkage 
of a secular increase in the incidence of union security with a like 
expansion in employment automatically causes membership to rise. 


* Op. cit., pp. 421-22. 
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In analyzing short-run growth, Dunlop’s distinction between periods 
associated with wars and those related to social unrest is helpful. Since 
1897, there have been four major stages of rapid expansion—1897- 
1903, 1917-1920, 1934-1938, and 1942-1944. The year 1951 may be 
added to this group. The first of these periods combined the effects of 
the unrest stemming from the deep depression of the nineties and of the 
Spanish-American War. The years 1917-1920 reflected World War I 
and post-Armistice conditions. The period 1934-1938 witnessed the 
expansion set off by the profound social disturbances of the Great 
Depression. World War II left its imprint upon union growth in 1942- 
1944. Similarly, the Korean War influenced the development of 1951. 
In summary, we find three periods related to wars, one to social up- 
heaval, and one to both factors. 

Dunlop, in discussing wartime expansion, emphasized labor-market 
causes exclusively. Here again, the forces at work are more ramified and 
include, at least, the following: 

The first is the business cycle, the impact of which is most significant 
in wartime. One of the most important of its components is cost of 
living. It seems safe to generalize that a very sharp rise in consumer 
prices, which is characteristic of economic mobilization, is accompanied 
by a similar increase in membership. This was true during World War 
I, World War II, and the Korean War. (In the Spanish-American War, 
however, the increase in prices ran far behind union expansion, 
suggesting that the latter was primarily a product of social unrest.) 
The reason for this relationship is simply that the mounting cost of 
living depreciates real wages, causing workers to join labor organiza- 
tions in the hope of lifting money wages. The relationship with 
employment and production, however, is relatively remote. 

The second cause of growth during wars has been the enlarged role 
of the government in the economy, both directly as employer and 
indirectly as principal consumer of the product of industry. That is, 
unions find organization easier to achieve when they deal with the 
government or with an employer who relies primarily or totally upon 
sales to the government. It is no coincidence that the railway organiza- 
tions first won general recognition for the nonoperating crafts during 
the World War I period of federal control and promptly lost it after 
the Esch-Cummins Act returned the roads to private hands. Nor is it 
surprising that the shipbuilding industry was unionized in both major 
conflicts and the airframe industry in the second. The pressures of war, 
as will be emphasized below, cause the government to seek union 
support and to influence dependent employers to avoid hostility. 

Third, the necessity to achieve unity in prosecuting the war en- 
hances the political power of organized labor. This rests upon the 
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need of a democratic government to enlist all the elements of society 
in the common effort. Churchill, for example, at once invited Labour 
to participate in the wartime coalition when he took power in the dark 
days of 1940. Less dramatically, the Wilson, Roosevelt, and Truman 
Administrations offered the unions a voice in matters of their interest 
in our three most recent wars. National War Labor Board I, National 
War Labor Board II, and the Wage Stabilization Board were all 
tripartite agencies. In the case of the last the unions exploited that fact 
to gain wider representation in defense activities. The effect of political 
power is to raise the prestige, respectability, and acceptability of labor 
organizations in the eyes of both workers and employers. 

A fourth factor is the breakdown of employer hostility in wartime. 
This has already been noted for the firm dependent upon government 
contracts. The employer with a private market is under similar, though 
less severe, pressures. He is operating in an economy of scarcities; he 
risks exposure to the charge of inciting a recognition strike; his workers 
are more prone to join unions or to leave him for other employment; he 
finds it simpler to pass on higher wages in rising prices. 

Finally, the social tensions and dislocations that accompany a major 
war give workers the need to express their discontent. Unionism 
supplies a vehicle for this purpose. For example, workers who have been 
denied a wage increase by a stabilization agency are open to joining 
an organization that points out, and may already have demonstrated, 
the elasticity of the regulations. 

The forces that spur union growth in a period of social unrest are of 
quite different character. They emerge only in the wake of a depression 
so severe as to call into question the very foundations of society. In the 
period with which we are dealing there have been two—the collapse 
of 1893 and the Great Depression of 1929. Even such important 
contractions as 1907, 1920, and 1937 do not produce this effect, while 
the minor fluctuations picked up on the National Bureau’s seismograph 
are, of course, of no consequence in this context. In both relevant cases, 
moreover, the tremendous expansion of the labor movement began, 
not when the outlook was darkest, but rather as the upswing got under- 
way—in 1897 and in 1933. This suggests that the cycle exerts a trigger 
effect under these special circumstances. What, then, were these 
depression-born forces that caused union ranks to swell so markedly? 

The first factor, of course, is labor unrest. A severe and prolonged 
depression imposes heavy burdens upon workers and their families, 
causing them to develop sharp grievances against the existing social 
order. This, in turn, makes them prone to affiliate with instrumentalities 
of protest, including unions. 

The ability of workers to effect organization is, in part, determined 
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by the second consideration, the standing of the employer in the com- 
munity. As a great slump draws to its close the public is inclined to 
discredit the businessman. The economic system whose leading protago- 
nist he is, has just demonstrated its ineffectiveness; his voice, no matter 
how shrill, is not likely to be heard. If he exhibits hostility to unionism, 
he is less able to implement his views than would be the case in 
good times. 

These two factors combine to permit the third, intervention by the 
government to protect the right of workers to organize and bargain 
collectively. At the turn of the century, for example, Congress passed 
the Erdman Act of 1898, outlawing yellow-dog contracts on the rail- 
roads, and created the Industrial Commission, which in 1902, urged 
restrictions on anti-union practices. In the same year President 
Roosevelt intervened in the great anthracite strike in a manner that did 
no harm to the bargaining claims of the United Mine Workers. This 
era also witnessed a flood of state legislation directed to the same end. 
For the New Deal period nothing more need be mentioned than the 
most important of all federal protective ventures, the National Labor 
Relations Act of 1935. : 

This framework fails to take account of a final short-run factor, the 
quality of leadership. It is clear, for example, that the organizing success 
of the CIO in the late ’thirties was, in part, the personal achievement of 
John L. Lewis. On a more modest level effective union leaders succeed 
in expanding their memberships even when external conditions are not 
favorable. This consideration, however, is of little importance in the 
long run. 


III. Conclusion 


The conventional monocausal explanation for fluctuations in union 
membership, the business cycle, is without general validity. Neither 
cyclical movements as a whole nor leading components correlate 
significantly with unionism. They are useless in understanding secular 
expansion and are only sporadically helpful with respect to short-term 
changes. 

A multicausal system (including the cycle) is necessary to account 
for the rise of trade unionism. The primary forces that have shaped 
secular growth are the expansion of the labor force, growing social 
acceptability of unionism, increasing homogeneity in the working class, 
and extension of collective bargaining provisions for union security. 
In the short run membership has expanded sharply as a consequence of 
wars and very severe depressions. Unions, in other words, have been 
the beneficiaries of disaster. 

Where, now, does this leave Fortune’s gloomy diagnosis and prog- 
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nosis? Since 1946, rather than exhibiting “saturation,” the labor 
movement has grown steadily at approximately the long-term rate. 
Further, in the year 1951, it spurted forward under the impact of the 
Korean War. If the forces we have emphasized continue at work in the 
future, unionism will grow steadily in the long run, will suffer little or 
no loss in bad times, and will expand sharply if we are so unfortunate 
as to engage in wars or to sustain severe depressions. 
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THE TRADE AGREEMENTS ESCAPE CLAUSE 
By Irvinc B. Kravis* 


This paper is concerned with the role of the escape clause in the 
trade agreements program, and more particularly with the interpreta- 
tion of the escape clause during the first six years of its general use 
(1948-53). An analysis of Tariff Commission reports on escape clause 
cases reveals that a consistent body of principles, though unavowed by 
the Commission, has been applied in rulings on these cases. Under these 
principles, the Commission has recommended the invocation of the 
escape clause only when an increase in imports has been responsible 
to a significant degree for the deterioration in the sales and profits of a 
domestic industry; it has not favored the use of the escape clause to 
increase the degree of protection and thus to nullify the effect of the 
trade agreements in reducing tariff barriers, even though the clause 
leaves the door open for such a policy. Some members of the Com- 
mission, however, dissenting from this majority position, have advo- 
cated a more protectionist interpretation of the clause. Recent and 
future changes in the membership of the Commission may therefore 
alter the character of future decisions in escape clause cases. 


I. The Role of the Escape Clause in the Trade Agreements Program 


The function of the escape clause in the trade agreements program 
has been to compromise the conflict between the need for freer inter- 
national trade and the desire to maintain the status of domestic indus- 
tries. Even when the advantages of the international division of labor 
are well understood, nations are unwilling to sign away unconditionally 
their right to increase protection in the event of unforeseen inroads on 
domestic markets. Some kind of escape provision is, therefore, almost 
an inevitable feature of any durable international agreement to reduce 
trade barriers.’ 


* The author is associate professor of economics at the University of Pennsylvania. He 
expresses his appreciation of the courtesy of Mr. Ben Dorfman, chief economist of the 
US. Tariff Commission, for assistance in connection with the statistics in Tables I and II. 
Mr. Dorfman has expressed no opinions on the interpretations or conclusions of the article. 

*The six nations participating in the European Coal and Steel Community have sur- 
rendered their rights to protect their domestic coal and steel industries against imports from 
other members of the Community. In certain respects, however, the responsibility for 
avoiding serious disturbance to the respective domestic coal and steel industries has been 
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The escape clause was not an original ingredient of the United States 
trade agreements program, but was developed with experience. On the 
other hand, it was established from the very beginning that the line of 
compromise between freer international trade and the security of do- 
mestic industries would be drawn very much in favor of the latter. A 
“no injury” rule was first stated in President Roosevelt’s initial mes- 
sage to Congress in 1934 proposing the passage of the Trade Agree- 
ments Act, and has been reiterated from time to time by him and his 
successors. During the earlier years of the program, this rule was 
carried out mainly through the careful screening of the commodities on 
which concessions were offered in trade agreements negotiations.* Oc- 
casionally, safeguards such as tariff quotas were included in the con- 
cessions on individual items. More frequently, the early trade agree- 
ments contained clauses providing for the modification or withdrawal 
of concessions if domestic interests were seriously injured as a result of 
specified contingencies, such as a large change in exchange rates or the 
accrual of the major benefit from a concession to a third country,’ but 
there was no general means of escape if a particular concession proved 


shifted from member states to the Community. (See the Treaty Constituting the European 
Coal and Steel Community, especially Articles 2, 4, and 37; English translation in Conven- 
tion on Relations with the Federal Republic of Germany and a Protocol to the North 
Atlantic Treaty, U.S. Senate, 82d Cong., 2nd Sess., Executives Q and R, 1952, pp. 255ff.) 

A recent development that illustrates the point made in the text is the addition of new 
escape clauses to the Benelux arrangements. These were necessary to afford Belgian indus- 
tries relief from the competition of imports from the Netherlands. (See the International 
Financial News Survey, International Monetary Fund, August 7, 1953.) 


*The Trade Agreements Extension Act of 1948 placed legal responsibility for screening 
proposed concessions upon the Tariff Commission. The “peril-point” provision of this law 
required the Commission to determine the lowest duties which could be established 
without causing or threatening serious injury to a domestic industry. If the President 
concluded an agreement that reduced a duty below the “peril point” established by the 
Commission, he had to explain his reasons to Congress. The peril-point clause was not 
included in the Trade Agreements Extension Act of 1949, but it was again inserted in the 
extension laws of 1951 and 1953. 

The underlying idea of the peril-point clause is to forestall injury before concessions are 
made by obtaining the expert counsel of the Tariff Commission. The escape clause, with 
which the present article is concerned, is intended to deal with the problem of concessions 
already incorporated in trade agreements which unexpectedly cause serious injury to 
domestic industries. The peril-point provision might enable a protection-minded Commis- 
sion to make it difficult for the Administration to offer significant concessions in future 
tariff negotiations. The escape clause, it will be shown below, would enable such a 
Commission to emasculate the effectiveness of existing trade agreements in lowering tariffs. 
The (Randall) Commission on Foreign Economic Policy recommended the further renewal 
of the trade agreements law with both of these provisions included. (Report to the 
President and the Congress, January 1954, p. 51.) 

*The unconditional most-favored-nation clause, contained in all U.S. trade agreements, 
automatically extends any duty reduction to all other nations enjoying most-favored-nation 
treatment. It is possible, therefore, that a concession designed to benefit the foreign party 
to a trade agreement might unexpectedly prove to be of greater benefit to a third country. 
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unexpectedly injurious to a domestic industry.* 

Because of the difficulty of foreseeing all the contingencies that might 
arise, more general escape provisions were introduced beginning with 
the trade agreement with Argentina signed in October 1941. In subse- 
quent agreements a standard escape clause was gradually evolved, and 
in February 1947, the President directed by executive order that this 
clause be included in all future trade agreements. The multilateral 
General Agreement on Tariffs and Trade (GATT),° signed in De- 
cember 1947, contained an escape clause that followed the wording 
specified in the then current executive order very closely. 

The Trade Agreements Extension Act of 1951 (TAE Act)*° made the 
inclusion of an escape clause in new trade agreements a statutory re- 
quirement.’ The relevant passage of the TAE Act reads as follows: 


No reduction in any rate of duty, or binding of any existing customs or 
excise treatment, or other concession . . . shall be permitted to continue 
in effect when the product on which the concession has been granted is, 
as a result, in whole or in part, of the duty or other customs treatment 
reflecting such concession, being imported into the United States in such 
increased quantities, either actual or relative, as to cause or threaten 
serious injury to the domestic industry producing like or directly com- 
petitive products. 


The language in the last five lines of this passage is substantially simi- 
lar to that of the GATT and other trade agreement escape clauses.* The 


‘See Report of the President to the Congress on Trade Agreement Escape Clauses, 
January 10, 1952. This report, which is required semi-annually under the Trade Agreements 
Extension Act of 1951, will hereafter be referred to as Report of the President. . . . The 
January 1952 report contains the texts of the escape clauses of a number of trade agree- 
ments. 

*GATT superseded bilateral agreements of the United States with a dozen or more 
countries and brought a score of other nations into the United States program of reciprocal 
tariff reduction. Cf. United States Tariff Commission, Operation of the Trade Agreements 
Program: Fifth Report, July 1951-June 1952, pp. 171-73. 

“This law was extended for one year from June 12, 1953, with minor amendments, by 
the Trade Agreements Extension Act of 1953. Since the 1951 law was unchanged for 
virtually all present purposes, it will be referred to in the text as the “TAE Act” without 
dating. 

"The President was directed to negotiate the insertion of the escape clause in existing 
trade agreements which did not already contain it “as soon as practicable.” As of January 
1954, such a clause was in all agreements except those with Ecuador, El Salvador, 
Guatemala, and Honduras. Cf. Report of the President ... , January 11, 1954. 

* Minor differences in wording apparently reflected the intention of Congress to open 
the escape door a little wider. For example, the TAE passage specifies either absolute 
or relative increases in imports, whereas the language in GATT had been interpreted as 
meaning only a relative increase. However, the practical significance of the differences has 
been nil. The President declared that the GATT and other trade-agreement escape clauses 
conformed to the policy laid down in the TAE Act without making any reference to the 
difference in phrasing (Cf. Report of the President ..., January 10, 1952), and there is 
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Congressional mandate expressed in the first few lines against the con- 
tinuance of concessions that threaten or cause serious injury is con- 
sistent with the obligations of the United States under GATT and the 
bilateral trade agreements because, while the escape clauses in these 
agreements require consultation between the parties when one of the 
signatories finds actual or threatened injury, the determination of the 
existence of the injury or threat is left in the final analysis to the uni- 
lateral decision of each signatory.’ 

The principles stated in the escape clause are susceptible of such 
varying interpretation in application to specific situations that in effect 
each signatory retains considerable freedom of action in adjusting the 
line of compromise between greater international trade and protection 
for domestic industries even after the trade agreement has been con- 
cluded.” The clause may be interpreted either so broadly that almost 
any increases in the imports of competitive products would warrant its 
invocation, or so rigorously that it would be invoked only where a rise 
in imports had reduced sales, profits and employment of a domestic 
industry to subnormal levels. Both types of interpretation have had 
their advocates on the Tariff Commission which passes on escape-clause 
cases and recommends action to the President.”* 


Il. The Record of Escape Clause Administration 


By the end of 1953, 51 appplications for escape clause action had 
been filed. The outcome of these cases is summarized in Table I. 

The cases are listed in Table II so as to show for each one the identity 
of the commodity, the 1951 level of imports, and the final disposition. 
It is estimated that imports of the commodities included in the table 


no reason to believe that the variation in wording affected any escape clause case before the 
Tariff Commission. 

’ Article 19 of GATT provides that when one signatory withdraws a concession by 
means of the escape clause, the other party may suspend “equivalent” concessions. 

" The alternatives would have been either to allow the general principles to be inter- 
preted in specific cases by an international judicial or quasijudicial body or to specify the 
precise economic circumstances that would warrant the use of the escape clause. To a cer- 
tain extent, the European Coal and Steel Community relies on the first method; the treaty 
establishes a court to which a member nation may appeal if the operation of the coal and 
steel pool brings about a “fundamental and persistent disturbance” in its economy. (Cf. 
Treaty .. . , Article 37.) On the other hand, the recent protocol to the Benelux treaty 
cited in a previous footnote adopts the second method; the new provisions specify the 
percentage decline in domestic production and the percentage rise in imports from other 
Benelux countries that must occur before a domestic industry is eligible for more protection. 

“When the Commission determines that serious injury or a threat thereof exists, it 
recommends to the President the modifications in customs treatment that should be made 
in order to prevent further injury. If the members of the Commission are evenly divided, 
both opinions go to the President. If the President rejects a recommendation for a change 
in customs treatment, he is required to inform Congress of his reasons. 
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TABLE I.—Tue Status oF Escape CLAvuse CASES AS OF THE END oF 1953 


Total applications filed with Tariff Commission 51 
Withdrawn without action by Commission 
Commission decision pending 

Cases decided by Commission 
Against escape action 
For escape action 
Evenly divided 
For continuation of prior escape action 

Recommendations to president for escape action 
President invoked escape clause 
President refused to invoke escape clause 
President requested further study 2 


* In this case the Commission found that higher duties on dried figs imposed after a previous 
escape-clause proceeding were still necessary. 

> Includes the case (hand-blown glassware) in which the Commission was evenly divided, 
but excludes the one mentioned in previous footnote. 


amounted to about 10 per cent of the total value of all commodity im- 
ports in 1951.’* 

The fact that the United States invoked the escape clause for only 
three relatively minor products is the more impressive when it is 
realized that imports increased by about a third during the six-year 
period.’* The rise in imports was partly brought about and its absorp- 
tion facilitated by an expansion in real gross product of a fifth or 
more.** Thus, economic growth probably served to minimize the eco- 
nomic and political pressures for the invocation of the escape clause 
that were generated by the rise in imports. 

Another factor of prime importance was the philosophy of the men 
who served on the six-man Tariff Commission during the period. As has 
already been suggested, two schools of thought were to be found 
amongst the commissioners, one favoring a strict construction and in- 


"This is a rough estimate; import data are unavailable for some of the commodities 
in Table II and can only be crudely approximated for others. About 9 out of the 10 per 
cent is accounted for by 6 heavily imported commodities—whiskies and spirits, crude 
petroleum and its products, beef and veal, aluminum and its alloys, lead, and watches. 
The other 39 commodities accounted for only negligible amounts of imports, despite the 
fact that for many of them 1951 imports were much above those of former years. The 
3 commodities for which the United States actually invoked the escape clause—hat bodies, 
hatters’ fur, and dried figs—were of minor importance. The United States did, however, 
resort to quantitative restrictions for a number of agricultural products in violation of its 
obligations under GATT. On the quantitative restrictions, see G. Patterson and J. M. 
Gunn, Jr., Survey of International Finance, 1952 (Princeton, 1953), pp. 182-85, 192-98. 

**The Department of Commerce quantum index of imports for consumption rose by 
23 per cent between 1948 and 1952 and by 33 per cent between 1948 and the first 9 months 
of 1953. (Survey of Current Business, various issues.) 

™“ Gross national product in constant dollars increased by 20 per cent between 1948 and 
1952. (Survey of Current Business, July 1953, p. 27.) 
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TaBLe II.—Commopities INVOLVED IN EscaPE CLAUSE APPLICATIONS, THEIR IMPORTS 
IN 1951, AND DisPosITION OF CAsE 


Commodity 


. Marrons 
. Whiskies and spirits 
. Spring clothespins 


. Knitted berets, wool 
. Crude petroleum and 


products 
Hops 
Reeds 


. Narcissus bulbs 

. Sponges 

. Gloves and mittens 
. Knitted berets, wool 


. Silk woven fabrics 

. Women’s fur felt hat bodies 
. Stencil silk, dyed or colored 
. Beef and veal 

. Aluminum and alloys 

. Lead 

. Hatters’ fur 


. Watches, movements, and 


parts 


- Motorcycles and parts 
. Blue-mold cheese 

. Wood screws 

. Spring clothespins 

. Groundfish fillets 

. Garlic 


. Bicycles and parts 

. Glacé cherries 

. Bonito and tuna not in oil 
. Tobacco pipes and bowls 


. Household china tableware 
. Dried figs 

. Wood screws 

. Pregnant mares’ urine, 


estrogens 


. Chalk whiting 
. Woodwind musical instru- 


ments 


. Cord and twine 


Imports 
in 1951 
($1,000) 


32 
102 ,892 


Disposition 


Dismissed after preliminary inquiry 
Dismissed after preliminary inquiry 
No modification recommended 


Dismissed after preliminary inquiry 


Ditto 

Ditto 

Ditto 

Ditto 

Ditto 

Application withdrawn 

Dismissed after preliminary inquiry 


Dismissed after preliminary inquiry 

Relief recommended, granted by president 
Dismissed after preliminary inquiry 

Ditto 

Ditto 

Ditto 

Relief recommended, granted by President 


Relief recommended, not granted by Presi- 
dent 

No modification recommended 

Ditto 

Ditto 

Ditto 

Ditto 

Relief recommended, not granted by Presi- 
dent 

No modification recommended 

Ditto 

Ditto 

Relief recommended, not granted by Presi- 
dent* 


No modification recommended 
Relief recommended, granted by President 
No modification recommended 


Ditto 
Ditto 


Ditto 
Application withdrawn 


vin 
1948: 
1 
3 544 
1949: 
5 
601 , 269 
6. 5,360 
7. 518 
aa 8 1,119 
9 1,928 
10 3,199 
Md 11 See #4 
1950: 
at 12 10,412 
13 | 1,782 
14 | n.a. (neg.) 
15 | 44,665 
16 | $2,886 
17 | 78, 468 
18 669 
1951: 
65,455 
| 
3,539 
21 1,748 
ve 22 1,174 
23 See 43 
iy 24 16,741 
25 1,125 
st 26 5,011 
mh 27 341 
Oe 28 6,619 
29 910 
1952: 
We 30 7,113 
31 998 
11,333 
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TaBLe I1.—Continued 


Imports 
Commodity in 1951 Disposition 
($1 ,000) 


. Cotton carding machinery n.a. No modification recommended 

. Screen-printed silk scarves 6,800 | Relief recommended, President requested 

further study* 

. Rosaries No modification recommended 

. Metal] watch bracelets and 
parts Ditto 

. Hand-blown glassware Commission evenly divided. President re- 

quested further study* 


42. Mustard seeds Action not completed as of 12/31/53 
43. Dried figs : Relief granted previously still necessary 
44. Scissors and shears Action not completed as of 12/31/53 
45. Groundfish fillets Ditto 
46. Watch movements and 
parts Ditto 
47. Zinc Ditto 
48. Straight pins Ditto 
49. Safety pins a Ditto 
50. Fluorspar, acid grade a. Ditto 
51. Alside clover seed Ditto 
Total, above figures 
Total, imports for consumption 


10,812,961 


* Action by President Eisenhower; other presidential actions were by President Truman. 

Sources: U. S. Tariff Commission, Twenty-six reports in series with sub-title ‘Report on 
the Escape Clause Investigation”; Operation of the Trade Agreements Program: Fourth Report, 
July 1950-June 1951, Report No. 174, 2d ser., 1952, pp. 141-43; Letter from Mr. Ben Dorf- 
man, chief economist, October 8, 1953; U.S. Bureau of the Census, Quarterly Summary of 
Foreign Commerce of the United States, January--December 1951. 


frequent invocation of the escape clause in order to permit the maxi- 
mum expansion of trade, and the other advocating a broad interpreta- 
tion and frequent invocation in order to protect domestic industries. 
Consequently, the Commission frequently issued both majority and 
minority opinions. 

Information about the way in which individual commissioners voted 
in escape-clause cases and about the reasoning underlying their votes is 
available only for 26 of the 40 decisions made by the Commission.” 
There were minority opinions in a little more than half of these cases. 
An analysis of the votes of individual commissioners reveals a high 
degree of consistency from case to case. Of the 4 members who par- 
ticipated in all 26 decisions, 2 voted to recommend use of the escape 

The other 14 decisions were made before the TAE Act required public reports; these 
cases were all dismissed after “preliminary inquiry” and their identity can from this fact 
be determined from Table II. The reports available in the 26 cases contain the Commis- 


sion’s decision and the minority opinion, if any. They are published under the series title 
Report on the Escape Clause Investigation. 
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38 
39 
40 
41 
1953: 
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clause in only 7 cases and 1 in only 6 cases. These 3 commissioners were 
in agreement in 24 out of the 26 cases, and in every case in which they 
were in agreement they were in the majority,’® either because at least 
one other commissioner agreed with them or because there were less 
than 6 members of the Commission.’ Thus, the record of the Com- 
mission’s administration of the escape clause represents, to a large 
degree, the interpretation that has been placed on it by these three men. 
For convenience, these commissioners will be referred to as the ‘“ma- 
jority” or “strict constructionists.” 

The other commissioner who took part in all 26 cases voted to 
recommend more restrictive customs treatment in 17 of the cases, and 
a commissioner who participated in 14 cases favored escape clause 
action in 13 of them. These commissioners will be referred to as the 
“minority” or “broad constructionists.”** 

Although the views of the strict constructionists prevailed up to the 
end of 1953, future changes in the membership of the Commission may 
alter the character of further decisions in escape clause cases. The 
Commission is not bound by decisions made in former years. Indeed, in 
no opinion on a case was a previous decision referred to or cited as a 
precedent. 


III. The Criteria for Deciding Escape-Clause Cases 


The principles of each group have never been formally stated as a 
consistent whole. Indeed, the official position of the Commission is that 
no such general statement of the character and relative importance of 
the criteria for determinations under the escape clause can be made; on 
the contrary, each case has to be judged on its merits.’” Furthermore, 
the majority and minority opinions generally take into account many 
factors that bear on the case at hand, and the weights assigned to the 
various elements in reaching a decision are not indicated. However, the 
present writer has selected the controlling factors which, as far as could 
be ascertained from the published report, determined each opinion. 
After this had been done, it became evident that the “majority” were 


” Except for the hand-blown glassware case in which the Commission was divided, 3 to 3. 
* The Commission had less than its full complement of members for about a year be- 
ginning in the middle of 1952. 

* Other commissioners who served during portions of the period covered in this study, 
including two recent appointees, participated in only a few of the cases analyzed here 
The new commissioners, however, apparently lean toward the “minority” position, judging 
from their previous records and from their votes in the hand-blown glassware case. If this 
is the case, the present Commission is evenly divided between proponents of the “majority” 
and “minority” positions. 

” Procedure and Criteria with Respect to the Administration of the “Escape Clause” in 
Trade Agreements, revised February 1950 (processed), p. 6. 


ve, 

“ 

| 

ok 

an 

as 

\ 

| 


KRAVIS: THE TRADE AGREEMENTS ESCAPE CLAUSE 327 


operating from a consistent set of principles from which the “minority” 
differed in important respects. The principles of the majority, the areas 
of agreement, and the nature of the differences between the two groups 
may be set forth by taking as a starting point the basic criteria for 
escape clause action stated in the TAE Act (see passage quoted above, 
page 321). 

The escape clause is to be invoked if all of the following conditions 
are met: 

1. When a product on which a concession has been granted is being 
imported in increased quantities, absolute or relative (7.e., relative to 
domestic production or consumption). 

2. When the increase in imports is the result, in whole or in part, of 
the customs treatment reflecting the concession. 

3. When the increase in imports is causing or threatening serious 
injury to the domestic industry producing like or directly competitive 
products. 

The first two conditions have caused little controversy in the Com- 
mission, but the third has been the source of serious disagreements.” 


A. The Criterion of Increased Imports 


Such differences of opinion as developed among the commissioners 
with respect to the first condition arose from the use of the present 
tense in the phrase “. .. is . . . being imported . . .”. The majority 
interpreted this quite literally as requiring that either the current level 
of imports be higher or the current trend be rising; neither past changes 
nor the anticipation of future increases in imports may be the basis for 
the invocation of the escape clause.” 

The emphasis on current trends required the Commission to dis- 
tinguish between “trends” and more short-lived fluctuations. Is a 
“trend” a movement in one direction that persists for one year, several 
years, or a decade or more? An important consideration tipping the 
issue in favor of the shorter time-spans is that the intention of the law 
is to avoid any serious injury to a domestic industry, however brief its 
duration. Although the Commission sometimes divided in its judgment 

** Such generalization and all citations of specific cases in the remainder of this article, 
it should be remembered, are drawn from the 26 cases on which reports have been pub- 
lished; the considerations involved in the 14 other cases that have been decided are not 
matters of public record. 

*‘In the blue mold cheese case, for example, the Commission found that the Department 
of Agriculture had imposed an import quota between the time that the escape-clause 
application had been filed and the time of the Commission’s decision. Without denying 
the minority contention that increased imports had caused serious injury prior to the 
imposition of the quota, the majority held that the existence of the quota meant that 
imports were not currently at levels that were causing injury. The reference to future 
imports in the text is based on the majority decision in the bonito and tuna case. 
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of current trends in production or imports (e.g., cherries, wood screws, 
spring clothespins), it is probably correct to say that in no instance was 
the future outlook the sole or perhaps even the major factor determin- 
ing either the majority or the minority position. 


B. The Criterion of the Concession as the Cause of Increased Imports 


The stipulation that the increased imports be attributable in whole or 
in part to the customs treatment reflecting the concession presented 
little difficulty. Indeed, even in cases where the concession did not 
involve a lower rate of duty than had been in effect before (as, for 
example, the binding of duties on motorcycles), the Commission did 
not seem to attach much importance to this circumstance. The language 
of the TAE Act may apparently be so construed that any increase in 
imports may be regarded as attributable to customs treatment on the 
ground that more restrictive customs treatment could have prevented 
the increase. 


C. The Criterion of Serious Injury 


Each of the three substantive parts of this crucial requirement has 
been a major source of disagreement within the Commission. These 
parts are discussed in the following order: (a) what constitutes serious 
injury; (b) imports as the cause of serious injury; and (c) the defini- 
tion of the “domestic industry producing like or competitive products.” 

What Constitutes Serious Injury. The TAE Act contains the follow- 
ing instructions regarding the determination of the existence of serious 
injury: 

In arriving at a determination . . . the Tariff Commission, without ex- 

cluding other factors, shall take into consideration a downward trend of 

domestic production, employment, prices, profits or wages in the domes- 
tic industry concerned, or a decline in sales, an increase in imports, either 
actual or relative to domestic production, a higher or growing inventory, 


or a decline in the proportion of the domestic market supplied by do- 
mestic producers. 


The guidance provided the Commission in these instructions is very 
broad indeed. It is merely given a partial list of factors to be taken into 
account in determining whether there is actual or threatened injury; 
there is no indication of the relative importance to be assigned to the 
several factors. 

One of the main problems encountered by the Commission in in- 
terpreting the TAE Act instructions has been the selection of an ap- 
propriate base period from which to determine whether imports, 
domestic production, sales, employment, etc. have declined or increased. 
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In a number of cases, the domestic industry had during wartime taken 
over part or all of the market formerly served by imports. By 1949, 
1950 and 1951, the foreign producers were again in a position to 
compete for the United States market, their re-entry often aided by 
substantial tariff reductions granted by the United States at Geneva, 
Annecy and Torquay. The goods in question were thus sometimes 
imported in increased quantities as compared with the war and early 
postwar years, but not as compared with the prewar years. In some of 
these cases domestic production was well above prewar, but lower than 
the wartime or postwar peak. The Commission had to determine which 
was the representative period with which to compare current imports, 
production, etc. A similar problem rose when the share of imports in 
the domestic market was considered. 

The two groups on the Commission were apparently able to agree in 
principle that (1) periods in which abnormal influences were at work 
(e.g., wartime) should be ruled out, and (2) other things being equal, 
a recent base period was to be preferred to one in the more distant past. 
In some cases, the base period problem was easily solved,’ but in others 
the commissioners were unable to agree. In the motorcycle case, for 
example, the majority stressed the fact that United States production 
was above prewar despite the absolute and relative increase in imports, 
while the minority was much concerned with the fact that domestic 
production and employment were below the postwar peak. (The two 
sides disagreed also about the significance of the information available 
on the profits of the domestic industry. ) 

One of the most controversial aspects of the criteria of serious injury 
proved to be the reference in the TAE Act to “‘. . . a decline in the pro- 
portion of the domestic market supplied by domestic producers.” There 
was a tendency on the part of the minority to assign a heavy weight to 
this criterion of injury, particularly in cases where a decline in the 
share of domestic producers in the home market was accompanied by 

*? Agreement on the recent-base-period principle is illustrated by the dried figs case 
(July 1952). Imports of dried figs had supplied the major portion of United States con- 
sumption before the middle 1920’s but had declined thereafter. In the years following 
World War II, however, imports rose to levels not reached since the early 1930's. The 
unanimous recommendation of the Commission that the escape clause be invoked reflected 
the view that a period of high imports as far back as 20 or 25 years could not be accepted 
as a representative base period. 

A case which illustrates the unwillingness of the Commission to accept wartime as a 
base period is that involving household china tableware. The domestic industry, which 
had held only a small share of the prewar domestic market, had supplied almost the whole 
of wartime and early postwar markets, but by 1947 or 1948 imports were beginning to 
re-enter the market. By 1951, domestic production, though 6 times as great as prewar, was 
about 10 per cent lower than the 1948 peak. The Commission regarded the wartime 


situation as abnormal and unanimously ruled that the revival of imports did not constitute 
injury to the domestic industry, 
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other unfavorable developments in the domestic industry.** Sometimes, 
this “share doctrine,” as it was called, was advocated by the minority 
in conjunction with the selection of a period of high postwar production 
as the base. The share doctrine played a major role in the case involv- 
ing watches and watch movements, and was also involved in the minor- 
ity opinions in the bonito and tuna, groundfish fillets, wood screws and 
motorcycle cases. 

The watch case, probably the most publicized of all the escape pro- 
ceedings, resulted in a three-way split amongst the six commissioners.” 
Three commissioners found serious injury to the domestic industry; 
they stressed the declining share of domestic producers in the home 
market for watches with 17 jewels or less, for all jeweled-pin watches, 
for pin-lever watches and for all watches. One commissioner found only 
a threat of serious injury; he denied that a decline in the domestic 

producers’ share of the home market could in itself be regarded as 
proof of serious injury, particularly since the industry was operating 
profitably. Imports were not wholly at the expense of domestic watches; 
many imported watches sold in an intermediate price range in which 
there was little domestic output, and sales promotions by importer- 
assemblers also aided domestic producers, as was evident from their 
enlarged sales. (Variants of this argument that imports were additive 
or supplementary rather than directly competitive with domestic output 
were advanced in other cases too; e.g., groundfish.) However, in view of 
certain other unfavorable factors cited by the three commissioners who 
found actual injury,” he held that the industry was confronted with a 

In the cases involving bicycles, woodwind musical instruments and metal watch brace- 
lets, the minority commissioners joined the others in refusing to recommend escape-clause 
action despite actual and relative increases in imports. In each instance the position of 
the industry was basically satisfactory. 

*' This and the garlic case were the two instances in which the three commissioners who 
formed the “majority” were divided. One of the three found a threat of injury to the 
watch industry; the others found neither threatened nor actual injury. 

The facts in the case were as follows: Total domestic consumption of watches was about 
a third higher than prewar, most of the increase being accounted for by imports of move- 
ments of 2 to 17 jewels. Domestic output of such movements was about the same as 
prewar, but there had been a 5- or 6-fold expansion in the production of movements with 
more than 17 jewels; the result was that the output of jeweled-lever watches of all types 
was 50 per cent above prewar. On the other hand, there was a decline in the output of the 
other major branch of the industry, pin-lever watches, owing to the diminishing use of 
pocket watches. Employment in both branches combined was about the same as prewar. 
Defense contracts were helping to maintain satisfactory profits and employment. Imports 
of watch movements were triple prewar levels, stimulated by promotion sales and a trend 
in demand toward special-type watches not usually made in the United States (e.g., self- 
winding). Some domestic producers who formerly manufactured watch movements were 
importing them. Inventories were high. 

** Viz., trend toward types not made in the United States, switch of some firms from 
domestic production to imported movements, and reliance on military orders to maintain 
employment and profits. 
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threat of serious injury. The two remaining commissioners found no 
serious injury either actual or threatened. Their view was that the 
watch industry should be expected to adjust itself to changing market 
conditions in a more enterprising manner, rather than, as had sometimes 
been true formerly, simply copy developments abroad. 

The letter in which the President rejected the Commission’s recom- 
mendation for tariff increases on watch movements contained the fol- 
lowing attack on the share doctrine: 


Serious injury, by any definition, means a loss to someone. Declining 
production, lower employment, lower wages, lower returns or losses in 
capital invested—any of those things might indicate some degree of 
injury. But the share doctrine goes much further. In fact, it finds that 
serious injury exists when the domestic industry fails to gain something 
it never had, even though the industry may be prospering by all of the 
customary standards of levels of production, profits, wages, and em- 
ployment.”® 


In addition to the share of domestic producers in the home market, 
the other factors mentioned in the TAE Act instructions to which fre- 
quent reference was made in majority and minority opinions were: 
declining production, sales, profits and prices, and a “higher or growing 


inventory.” The use made of these criteria will now be examined. 

1. The trend of production and the level of profits have generally 
served as the key criteria in the determination of serious injury. In a 
few cases involving agricultural products, however, production was 
found to have been greatly affected by the vagaries of nature, and profit 
data were unavailable. Under these conditions, the Commission placed 
greater reliance on price and inventory movements. 

2. The minority sometimes referred to potential production (i.e., 
capacity) rather than to production itself. Thus in the second wood 
screw case, the minority argued that the domestic industry had the 
capacity to satisfy the entire domestic market, and that this proved 
that imports (which amounted to 11 to 15 per cent of domestic con- 
sumption) were directly displacing domestic output and thereby seri- 
ously injuring the domestic industry. Again, the minority pointed to a 
decline in the number of packing plants in the tuna case, and to a 
reduction in the tonnage of the domestic fishing fleet in the groundfish 
fillets case. In none of these cases, however, was there a declining trend 
in actual production. The majority did not accept a decline in capacity 
per se as evidence of serious injury. 

3. A low consolidated net profits ratio to sales, for all firms in the 
industry (or for that portion of the industry for which data were avail- 


** Watches, Watch Movements, Watch Parts, and Watchcases, Report No. 176, 2d ser., 
1953, p. 78. 
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able), or the occurrence of losses, was apparently deemed more sig- 
nificant as evidence of injury than a declining trend per se. Sometimes 
the profit ratio of the industry under study was compared to that of 
similar industries (e.g., motorcycle profits to those of the general ma- 
chinery and automotive industries) or to that of manufacturing as a 
whole (e.g., watch industry). The majority tended to regard a wide 
diversity in the profit experience of individual firms as evidence that 
the industry as a whole was not being seriously injured by imports (e.g., 
spring clothespins).*’ 

4. Before the price situation was taken as constituting evidence of 
injury, price movements for the commodity in question were sometimes 
compared with fluctuations in the general price level.** In the cases 
involving dried figs, the Commission unanimously recommended the in- 
vocation of the escape clause partly on the ground that prices were 
much below parity. 

5. The sale of imported goods at prices much below those for which 
competitive domestic products sold was often cited as evidence of the 
threat of serious injury, particularly by the minority (e.g., motor- 
cycles). It was recognized that price comparisons were often affected 
by differences in quality between imported and domestic products and 
that any price advantage that might be enjoyed by foreign sellers was 
at least partially offset by other circumstances favorable to domestic 
producers such as their ability to offer a more certain source of supply 
and better service. The commissioners sometimes disagreed, however, 
about the net effect of these factors. 

6. Rising inventories were often mentioned as possible evidence of 
serious injury. A number of the industries that filed escape-clause ap- 
plications were saddled with large inventories accumulated in anticipa- 
tion of war shortages after the outbreak of fighting in Korea (June 
1950). In many instances, inventories of imported products were also 
high. By the latter part of 1951, these inventories were exerting down- 
ward pressure on production and prices (e.g., watches, rosaries, clothes- 
pins, woodwind musical instruments). The majority regarded these 
difficulties as temporary in character and refused to recommend tariff 
relief for the industries concerned. 


* A major source of controversy within the Commission was whether the profits to be 
considered as bearing on serious injury should or should not be confined to profits on the 
product under investigation to the exclusion of profits on other products that may have 
been produced by the firms in the industry. This issue is discussed below in connection 
with the problem of defining the scope of the industry. 

*In the second spring clothespin case, for example, the majority found that, although 
there had been considerable fluctuation in clothes prices, they had consistently shown a 
percentage increase since 1939 at least as great as that of the Bureau of Labor Statistics 
wholesale price index. 
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Imports as the Cause of Serious Injury. The second substantive part 
of the serious injury condition is that an absolute or relative increase in 
imports must be the cause of the injury. The majority refused to recom- 
mend the use of the escape clause simply because an industry was 
suffering reverses, even if a decline in imports would ease its difficulties. 
Imports could not be regarded as the cause of serious injury unless 
increased imports had contributed significantly to the further deteriora- 
tion of the position of the industry. Thus, where technological changes, 
inventory accumulation or other purely domestic changes brought about 
a decline in an industry, the majority opposed the invocation of the 
escape clause. On the other hand, where imports increased in absolute 
quantities and accounted for a larger share of a declining domestic 
market (e.g., hat bodies, hatters’ fur and tobacco pipes), the majority 
favored escape action.*® 

Serious Injury and Multiproduct Firms. The third and remaining sub- 
stantive phrase in the serious injury clause is concerned with the defi- 
nition of “the domestic industry producing like or directly competitive 
products.” One of the greatest points of contention has been whether, 
in examining profits, production, etc., the domestic industry should be 
considered to include all the operations of the constituent firms or only 
those operations that relate directly to the production of the good under 
investigation. The majority held that the existence of injury must be 
judged in terms of the industry’s over-all operations. Because the great 
bulk of the nation’s output is produced by multiproduct firms, the 
product cited in most escape clause applications accounted for only a 
portion of the industry’s output. If, owing to profits earned in the pro- 
duction of other goods, the industry as a whole continued to be profit- 
able—despite a decline in the production of the product under investi- 
gation and a rise in its imports—the majority felt that no finding of 
serious injury was warranted. 

The hypothetical conditions just described were closely approxi- 
mated in the glacé cherry case. The firms in the industry met the rise in 
glacé cherry imports and the decline in their own production of this 
product by switching to the production of other glacé fruits. In this 
manner they succeeded in maintaining their total production, employ- 
ment and profits. The minority nevertheless maintained that they had 
been seriously injured. The domestic producers had lost an important 

* The majority’s test was the relative importance of the rise in imports. For example, 
in the second wood screw case the majority pointed out that the increase in stocks was 
3 or 4 times total 1951-52 imports and that increased imports could therefore hardly be 
considered the major influence accounting for the industry's troubles. In the tobacco pipe 
case, on the other hand, the increase in imports from the prewar level was equivalent to 


nearly half the total decline in sales of domestic pipes, and this fact played a significant 
part in bringing about a unanimous finding of serious injury. 
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source of income, and to adopt the position that such industries could 
compensate by transferring to the production of other goods® would 
result in time in the elimination, one by one, of many small industries. 
The interpretation of the term “domestic industry” so as to include 
profits on all products rather than solely on the product under investi- 
gation would rule out most claims of injury and virtually nullify the 
escape clause.** 

Another problem that divided the commissioners was the significance 
to be assigned to the fact that domestic producers in some cases (¢.g., 
wood screws, glacé cherries, watches) began to distribute imports. The 
majority refused to accept the principle that such imports were in 
themselves evidence of serious injury, and insisted on studying the 
circumstances in each case. Imports of glacé cherries, for example, 
helped domestic producers to maintain their business and profits by 
enabling them to offer a full line of glacé fruits despite a shortage in 
the domestic cherry crop. On the other hand, members of the majority 
group agreed with the other commissioners that a great increase in 
imports of screen-printed silk scarves and a sharp decline in domestic 
production had injured the domestic industry even though a number of 
former domestic converters had avoided or minimized injury by becom- 
ing importers.** 


* A case which turned on the ease with which producers could shift their resources to 
other products was that involving garlic. Four commissioners regarded garlic-growing as 
a separate industry and recommended escape action on the basis of the unfavorable effects 
of increasing imports on prices and inventories. The other two commissioners denied that 
garlic-growing was a separate industry. Garlic is grown on a small number of farms which 
can use and often have used the labor, land, and most of the equipment used in garlic 
production to produce other crops. The garlic producers could have easily transferred 
their efforts to the production of these presumably more profitable crops if, as a result 
of increased imports, they were dissatisfied with their earnings from garlic. 

“Cf. Wood Screws, March 1953, p. 18. In the hand-blown glassware case the majority 
cited the legislative history of the TAE Acts of 1951 and 1953 to support its interpretation 
of the escape clause on this issue. In both years the original House bills contained language 
which would have provided for remedial action for a segment of an industry, but the 
legislation as finally adopted did not contain these provisions. (Cf. Hand Blown Glassware, 
p. 51.) 

The 1953 reference was to the Simpson Bill (H.R. 4294, 83d Cong.) which called for 
escape action when imports increased so as “. . . to cause or threaten unemployment of 
or injury to American workers, miners, farmers, or producers, producing like or com- 
petitive products, or impairment of the national security. . . .” This language is not only 
inconsistent with the escape clauses in GATT and other trade agreements, but is also 
probably incompatible with the continuance of any meaningful trade agreements program. 
(For a detailed appraisal, see the Tariff Commission memorandum, Trade Agreements 
Extension Act of 1953, Hearings, House Ways and Means Committee, 83d Cong., 1st Sess., 
pp. 1955-61.) 

“The President, in rejecting the recommendation and returning the case to the Com- 
mission for further study, raised the question (among others) about the scope of the 
industry. Were American converters in Japan who exported the finished scarves to the 
United States and distributed them here to be considered part of the domestic industry? 


be 
his 
4 
| 
ay 
+ 
ne 


KRAVIS: THE TRADE AGREEMENTS ESCAPE CLAUSE 335 


In most cases, the commissioners agreed that the imported good 
involved in the application and the good produced in the United States 
by the domestic industry were “like or directly competitive” despite 
sometimes notable differences in quality and/or design (e.g., motor- 
cycles). A sharp difference of opinion existed, however, in the tuna and 
bonito case, where the commissioners could not agree whether imports 
of tuna canned in brine and bonito canned in oil or brine were com- 
petitive with the domestic output of tuna canned in oil. 

The phrase “like or directly competitive products” was called into 
question in a different way in the chalk whiting case. The commission- 
ers divided on whether the single remaining domestic producer of chalk 
whiting should be regarded as constituting a separate industry or should 
be considered as a part of the calcium carbonate pigment industry pro- 
ducing chalk whiting and its close substitutes—limestone whiting and 
precipitated calcium carbonate. Imports of chalk whiting were large 
and growing relative to the domestic production of chalk whiting, but 
not relative to the production of all types of calcium carbonate pig- 
ments.** The majority held that the domestic industry was the calcium 
carbonaie pigment industry and that it was not being injured by 
imports. The minority claimed that the TAE Act referred to the 
domestic industry producing either “like” or “directly competitive” 
products, not both “like” and “directly competitive.” Imported chalk 
whiting may be “directly competitive” with all calcium carbonate pig- 
ments, but it is “like” domestic chalk whiting and unlike the other pig- 
ments.** Therefore, the industry concerned was composed of the single 
producer of chalk whiting; it had been seriously injured by imports and 
should be protected by higher duties. 


IV. Role of the President 


When the Tariff Commission recommends that the escape clause be 
invoked, the final decision rests with the President. The broader con- 
siderations of foreign economic policy, such as the adverse effects of 
the withdrawal of concessions on relations with friendly nations, are 
beyond the scope of the Commission’s terms of reference in the TAE 
Act, but there is nothing in the law to prevent the President from taking 
them into account. Both President Truman and President Eisenhower 
have taken these factors into account in dealing with the cases in which 
the Commission recommended the use of the escape clause. However, 


“The majority attributed the decline in the domestic production of chalk whiting to 
technological advances which stimulated the use of the other pigments. 

**No single producer manufactured both chalk whiting and its substitutes, the pigments 
were made from different raw materials, and the trade regarded chalk whiting as different 
from the other pigments (e.g., different prices were quoted for it). 
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none of the Presidential rejections of such recommendations was made 
solely on the basis of considerations that were outside of the jurisdiction 
of the Commission. On the contrary, it was the contention of the Presi- 
dent in each case that serious injury to the domestic industry had not 
been established to his satisfaction, or at least that the increase in 
imports was not the major source of the industry’s difficulties.” 


V. Conclusion 


The decisions of the Tariff Commission in escape clause cases during 
the period 1948-53 largely reflected the view of three commissioners 
who voted together in most instances. The principles which this “ma- 
jority” group applied to escape proceedings may be set forth as follows: 


1. A decline in production and low profits are the main tests of 
serious injury. 
a. A decline in prices or a rise in inventories is also evidence of 
serious injury, especially for agricultural products. 
b. Short-lived fluctuations (e.g., the aftermath of speculative 
inventory accumulation) are not a basis for escape action. 

. In considering the effects of increased imports on production, 
profits, employment, etc., the industry is taken to include all the 
operations of the constituent firms, rather than only those opera- 
tions that are directly related to the production of the good named 
in the escape clause application. 

. Increased imports must be a cause of serious injury. Where fac- 
tors other than higher imports have brought about a deterioration 
in the position of an industry, escape action is warranted only if 
increased imports have contributed substantially to the further 
worsening of the condition of the industry. This requirement is 
met by cases in which an absolute increase in imports takes a 
larger share of a secularly declining domestic market. 

. The increase in imports must be current; neither past increases to 
which adjustment of some sort has been made nor the possibility 
of future increases in imports warrant escape action. 

. The base period for determining whether current imports are 
greater and the current position of the industry worse should be 
recent but should not be a period in which abnormal influences 
were at work. 

The position of the commissioners who consistently favored a more 
“ President Eisenhower’s refusal to modify the tariff on tobacco pipes came closest to 
a rejection based entirely on grounds of the general public interest. If the criteria in the 
TAE Act alone are taken into account, the case for escape action for tobacco pipes was 


as clear-cut as any case presented to the Commission, including the three instances in 
which the escape clause was actually invoked. 
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protectionist interpretation of the escape clause, the “minority,” differed 
as follows on each of the above points: 

1. The minority accepted these criteria of serious injury but assigned 
more weight than the majority to the following as evidence of serious 
injury: (a) A decline in domestic producers’ share in the home market; 
(b) A trend toward the jobbing of imports by domestic producers; (c) 
The prevalence in the domestic market of a lower price for an imported 
product than for the competitive domestic product. 

2. The minority rejected this point outright. The minority, in de- 
termining serious injury, would take into account profits, etc., on the 
product named in the escape clause application and on no other product. 

3. The minority was more inclined to regard an increase in imports 
as displacing domestic output, particularly if the domestic industry was 
operating at less than full capacity. Such displacement represented 
serious injury. 

4. The minority was more disposed to take action on the basis of 
anticipated serious injury from a prospective increase in imports. 

5. The minority did not differ in principle but tended to regard early 
postwar years, when imports were low and domestic production rela- 
tively high, as a satisfactory base period. 

As is suggested by the last point, differences were not confined to 
principles** but were sometimes concerned with the evaluation of facts 
as well. The significance of the facts with respect to trends in imports, 
profitability of the domestic industry, and the extent to which the prod- 
uct of the domestic industry was competitive with the imported product, 
were among the matters in dispute. It is reasonable to suppose that 
these disagreements about principles and the evaluation of facts reflect 
divergences in the broader political philosophies of the commissioners.” 

The conflicting interpretations of the escape clause must be evaluated 
in terms of the basic purpose of the trade agreements program. This is 
to expand the nation’s foreign trade by means of an increase in imports, 


“The above statements of the majority and minority positions are rather badly put; 
in view of the diversity and complexity of the cases, they represent some oversimplification 
of the positions of each group. It is believed, however, that the statements truly represent 
the spirit and are very close to the letter of the reading of the escape clause by the two 
groups. Although each group generally hewed to its line quite closely, there were some 
inconsistencies. One commissioner, for example, reminded his colleagues in his opinion in 
one case that the law limited the Commission to findings of serious injury and gave it no 
authority to determine tariff and trade policy, but he was one of three signers of another 
opinion that cited national defense as a reason for encouraging the domestic watch pro- 
ducers to obtain a larger share of the domestic market. Cf. Wood Screws (1953), p. 14, 
and Watches, p. 13. 

* These divergences probably explain why differences about facts persisted despite the 
services of a highly competent research staff, whose quality is evident from the presentation 
of the background materials in escape clause reports. 
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without serious injury to domestic industries. The language of the 
escape clause, it is true, affords an opportunity to resolve the conflict 
between more imports and protection for domestic industries largely 
in favor of increased protection, but to seize this opportunity would be 
to nullify rather than to effectuate the program. The general approach 
of the minority goes a long way in this direction, particularly its view 
that serious injury must be judged on a product rather than industry 
basis. In the view of this author, the majority insistence on the industry 
basis is much more consistent with the underlying idea of the program. 
What should be protected against an injurious increase in imports is the 
capital of entrepreneurs and the jobs of workers, not the output of a 
particular product. 

If the minority attitude on this and other points were to prevail in 
the administration of the escape clause, the first serious recession in the 
domestic economy would probably be the occasion for the withdrawal of 
the more significant United States tariff concessions. One should not 
be misled by the quantitative unimportance of the imports of most 
products named in escape-clause applications in the past; if there were 
a better chance of getting more protection through escape-clause pro- 
ceedings, many more industries would file applications. 
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SOVIET BLOC CURRENCY CONVERSIONS 


By Epwarp AMEs* 


Since December 1947, five Soviet bloc countries have undergone 
currency conversion operations.’ These conversions differ from those in 
countries having market economies since neither the total level of out- 
put nor its allocation need necessarily be affected and since prices will 
be affected only to the extent that the conversion operation itself 
changes them. It might, therefore, appear that the conversion is of no 
economic importance. Actually, it seems to be a means of correcting 
maladjustments between purchasing power and the availability of goods 
in an economy. 

Reduced to its simplest terms, the currency conversion occurs, in 
Soviet-type economies as elsewhere, because the note circulation is too 
large. The reason (speaking in terms of the central bank balance 
sheet) is that bank credit has expanded too much, or that budget 


revenue has been too little relative to expenditures. The problem of 
defining “too much” or “too little,’ however, involves defining the 
“right” amount of money which should exist, given existing incomes, 
outputs, and prices; implicitly it also involves defining what incomes 
and prices should be, given existing output plans. 


I. The Currency Conversion in the Consumer Sector 
The currency conversions now under examination consist of: (1) an 


* The author is with the Division of International Finance of the Board of Governors 
of the Federal Reserve System. The views expressed in this article are his own, and not 
necessarily those of the Board of Governors. 

*The USSR, in December 1947; Poland in October 1950; Rumania in January 1952; 
Bulgaria in May 1952; and Czechoslovakia in June 1953. Other conversions within the 
bloc are discussed briefly by J. G. Gurley, in “Excess Liquidity and European Monetary 
Reform, 1944-1952,” Am. Econ. Rev., March 1953, XLIII, 76-100. These are not discussed 
in this paper as they were designed either to liquidate the consequences of the war and 
German occupation, or to cope with hyperinflation occurring prior to the final consolida- 
tion of communist power. 

* The conversions are in addition operations designed to “clear the books” of the ex- 
traneous elements. The precommunist public debt may (as in Czechoslovakia) be wiped 
out, or blocked accounts representing compensation for nationalized property written off 
(as in Rumania, Bulgaria and Czechoslovakia). These operations amount to a recognition 
of the fact that the governments of the countries feel no responsibility for the claims of 
“bourgeois elements”; these groups, in so far as they had not actually been “liquidated” 
at the time of the conversion, had undoubtedly abandoned hope of any genuine com- 
pensation for their property. 
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exchange of old currency for new in a ratio which will drastically 
reduce the number of currency units in circulation; (2) the abolition 
of rationing and multiple prices in the consumer sector;* (3) wage 
adjustments offsetting part of the losses which favored groups suffer 
from the changes in the retail price system; and (4) a general pro- 
portional reduction in money wages and retail prices from levels de- 
termined by these adjustments (except in the Soviet case). The last of 
these changes is obviously of no particular importance to the consumer 
sector as such. The other three, however, affect the consumer sector of 
the economy, reducing accumulated and presumably unspendable 
purchasing power, and changing the relation of current earnings to 
spendings of the population by altering the relation of prices to money 
wages. 


A. Background of the Conversions 


In Soviet-type economies wage payments are typically on a piecework 
basis, so that increased output means increased money wage payments.‘ 
On the other hand, output of consumer goods does not rise as rapidly as 
money wage payments, since most increases in output take place in the 
capital goods industries. The data available are not complete, but illus- 


trate a tendency for the goods available to consumers to increase less 
rapidly than money wages over this period (see Table I).° Since volun- 
tary saving cannot be expected to have risen sufficiently to account for 
the difference, either consumer goods prices must have risen steadily or, 
if they did not, the population was forced to hold unspendable currency. 
This latter outcome obviously has been true for Rumania, where wages 
more than doubled from 1948 to 1950, while total retail transactions 
increased only 9 per cent. The existence of rationing is, of course, a 
symptom of such excess purchasing power. Only in the Polish case was 
there no rationing at the time of the conversion. Publication of data on 
the Polish note circulation ceased in 1949, but a steady increase was 
shown for the preceding period. Not all of the increased holdings of 
currency need have been voluntary. 

Since the prices of rationed goods are fixed and since consumers 


*In Poland, however, there was no rationing before the conversion; Rumania retained 
rationing after the conversion. 

*Since 1947, the USSR has been an exception to this rule. In 1947, the Soviet piecework 
system was changed to a system of “progressive norms,” in which piecework quotas are 
automatically increased as labor productivity rises, so that money wage rates remain stable. 
The satellite governments have as yet been unable to introduce such automaticity, although 
they periodically raise work quotas. 

"These data overstate the increase in goods available to consumers, since (apart from 
technical deficiencies in the indices themselves) these countries tend to export consumer 
goods to the USSR, receiving capital goods and industrial raw materials in exchange. They 
are used because they are the most convenient tabulation available. 
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cannot spend all their incomes at the rationed-goods stores, the state 
opens stores selling unrationed goods (often called ‘commercial 
stores”) at high prices, in order to absorb a part of this purchasing 
power, and to hold down peasant incomes by holding down prices the 


TABLE I.—THE RELATION OF CONSUMPTION AND MONEY WAGES IN Four 
Soviet SATELLITES, 1948-19518 


(1948 = 100) 


1949 


Czechoslovakia 
Consumption, constant prices 108 
Wage bill 112 

Hungary 
Consumption, constant prices 122 
Wage bill 131 

Poland | 
Consumption, constant prices | 
Wage bill 

Rumania | 

| 


101 
143 


90 
154 


Retail trade, current prices 
Wage bill 


* Economic Survey of Europe since the War (New York, 1953), pp. 24 (data derived by 
subtraction), 31 and 33. 

> In view of the severe drought in 1950, this figure seems questionable. 
peasants receive from sales in free markets. 

Whatever the reasons for the introduction of rationing into a Soviet- 
type economy,’ the maintenance of a rationing and dual price system 
presents various difficulties to the government of a Soviet-type econ- 
omy:‘ 

1. The rationing and dual price system is extremely cumbersome, 
and requires an elaborate bureaucratic apparatus. 

2. It leads to buying by “speculators” anticipating price increases in 
the free markets; to “arbitrage” by persons buying on ration cards for 
resale in free markets, and thus to a distribution of goods and money 
incomes which the government does not want; and to misuse of scarce 
goods (for instance, the use of bread and bread grains to feed livestock 
if bread prices are controlled through the rationing system, while fodder 
prices are not). 

*These may range from drought (Hungary, 1950), decline in farm output due to 


collectivization (USSR, 1930), war (USSR, 1941), or inflationary pressures upon available 
supplies caused by industrialization and export programs (Rumania and Bulgaria). 

* This discussion is based upon Hungarian Prime Minister Rakosi’s address of December 
1, 1951, on the abolition of rationing in Hungary; the Polish Decree of January 4, 1953 
on the abolition of rationing, and the commentary of the same date by Edward Ochab, 
secretary of the All-Polish Committee of the National Front; and P. M. Pavlov’s book, 
O planovykh rychagakh sotsialisticheskogo gosudarstva (Moscow, 1950). The importance 
of the individual factors listed, of course, varies from country to country. 


| | | 
| 18 131 
142 | 159 
| 152 
| 169 206 
118 126 
130 | 256 
109 | 111 
| 210 | n.a. 
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3. It reduces incentives to increased industrial productivity, since a 
rationing system tends to nullify the effects of piecework wage systems. 
In extreme cases, it may actually lead to decreased industrial output. 

4. It increases the purchasing power of the peasants relative to the 
city population because of the increased free market prices, and thus 
causes unwanted social redistribution of incomes. 

5. It tends to aggravate the problem of excess consumer purchasing 
power since not all incomes can be spent, and it therefore tends to place 
the distribution system under continually increasing pressure. 

The unification of prices tends to benefit people who bought mainly 
in free markets and penalize those who bought mainly rationed goods. 
Since the purchases on free markets are mainly by high-income groups 
(skilled labor and higher-level officialdom), this unification has an 
anti-egalitarian effect sought in Soviet-type distribution theory. Where 
a currency conversion accompanies unification, groups with accumu- 
lated cash savings are more badly hit than those without.* In the 
countries with export surpluses of food (USSR, Rumania and Bulgaria) 
these cash savings appear to have been held by the peasants, while in 
food-importing Czechoslovakia they seem to have been more concen- 
trated in the cities. The flow of currency to rural areas would be 


explainable by the relative importance of peasant markets as compared 
to state stores in the total urban food supply. The political impact of 
the Czech conversion may have been more serious than that of the other 
conversions because the Czech conversion hit the urban population, 
where communist support is (if anywhere) to be found, while the other 
conversions hit the rural areas, which were presumably already hostile 
to their respective governments. 


B. Analysis of Conversion Operations 


The Soviet currency conversion of December 1947 is an example of 
how the ratio of conversion of old currency to new may be determined 
by Communist monetary authorities. Its purpose seems to have been to 
reduce the level of currency outstanding to the average amount which 
consumers might be expected to have in balances, assuming that 
(1) Soviet workers are normally paid twice a month (as is known); 
(2) their cash income at one payday should normally be spent in state 
and cooperative stores by the following pay day; (3) the average 
amount of currency “required” for normal trade operations is therefore 
equal to half of the anticipated value of retail trade during a half-month 

* Savings deposits are in all cases treated more leniently than cash holdings, and sometimes 
as leniently as the deposits of state enterprises. This preferential treatment is designed to 
encourage this form of savings. Government bond holdings of individuals (if purchased 


after the consolidation of communist power) are refunded on the same basis as savings 
deposits. 
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period; (4) the conversion ratio between old currency and new is de- 
termined by the ratio of the existing volume of currency to this “re- 
quired” amount. 

The Soviet retail trade plan for 1948 called for a turnover of 367 
billion rubles, or 15.2 billion per half-month period.’ An average of 7.6 
billion rubles of notes outstanding would be required to maintain this 
level of trade. On this assumption, the conversion rate of old currency 
for new of 10:1 suggests that about 75 billion rubles of notes may have 
been outstanding at the time of the conversion. 

This estimate would be consistent with independently computed 
estimates of the State Bank balance sheet. Total loans and advances to 
enterprises seem to have been about 76 billion rubles at the beginning 
of 1948, to which should be added loans to the Treasury which totaled 
at least the indicated budgetary deficit of 26 billion in 1942-43. Thus 
total Bank assets, excluding interbank credit items, may have been 
about 100 billion rubles. The liabilities of the Bank, then, would have 
been roughly three-quarters notes, with enterprise deposits at about 9 
billion rubles and a Treasury deposit of at least 15 billion rubles (the 
excess depending upon the unkown data on interbank credits). The 
effect of the conversion on the balance sheet of the Bank would thus 
have been a combination of: (a) reduction in notes, (b) reductions in 
loans to the Treasury, (c) increases in Treasury deposits, and (d) 
increases in the Bank’s capital. 

If money wages are reduced at the time of a currency conversion, 
the conversion rate will presumably be affected. Thus if the USSR had 
reduced money wages to half their former level, it presumably would 
have had currency “requirements” only half as great as the 7-7.6 billion 
estimate given above. It might then have used a conversion ratio of 
20:1 in currency rather than 10:1. The preconversion currency surplus 
of the five countries may therefore be estimated by relating the reduc- 
tion in money wages to the reduction in currency outstanding, as shown 
in Table IT. 

“Excessive” currency holdings of the population can be eliminated 
either by increasing consumer-goods output or raising retail prices, so 
that consumers must use all of their cash resources (current incomes 
plus accumulated cash holdings) to maintain their current spendings. 
If such measures are possible, rationing and multiple prices can be 
abolished without a currency conversion, as has been done twice in 

* The following figures are based on a variety of complicated computations prepared by 
the writer for other purposes. Supporting data and analysis may be obtained from him 
on request. They are very different from an estimate of 420 billion rubles of currency 
outstanding prior to the conversion, made in the 1948 annual report of the Bank for 


International Settlements (p. 36), which seems to the writer to be out of line with other 
available material. 
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TABLE LI.—TuE CuRRENCY OVERHANG AT THE TIME 
or East EUROPEAN CURRENCY CONVERSIONS 


Czecho- 
USSR Poland | Rumania | Bulgaria | 


Dec. 1947 | Oct. 1950 | Jan. 1952 | May 1952 June 1953 


New currency units per 100 
units of old 

New money wages per 100 
units of old 

Indicated currency surplus, as 


| 
.25-1.00| 1. 2.008 
| 

multiple of normal require- | 
| 
} 
| 


5.00 20.00 


ments under new price sys- 
tem> 

Indicated currency surplus, in 
months of retail trade turn- 


10 


5 


5 


| 


* Workers in certain ration categories were permitted to exchange small amounts of currency 
at rates ranging up to 100: 20. The rate given here applies to other holdings of currency, and 
was probably close to the general rate. 

> Item in row 2 divided by corresponding item in row 1. In the Czech and Rumanian cases, 
where there was a sliding scale in currency conversions, the average conversion rate is not 
known, and these estimates are extremely provisional. 

° On the assumption that normal requirements are equal to half of the amount of currency 
paid out at each pay period, and that workers are paid twice monthly. In Czechoslovakia, 
workers were paid monthly until May 1953, when the twice-monthly system was introduced. 
There may therefore be some error in this estimate to the extent that the new pay system had 
not been universally adopted. The other countries pay their workers twice monthly. 


Poland (1949 and 1953) and once in Hungary (1951). 

In the five currency conversions under study, however, only in one 
case (Poland, 1950) was there no multiple price system prior to the 
conversion; and in only one case (Rumania, 1952) was the multiple 
price system continued after the conversion. “Usually,” therefore, 
there is a multiple price system prior to the conversion; and “usually” 
there is a unified price system after the conversion. 

Table III suggests that the greater the scope of the dual price system 
in any of the countries prior to the conversion, the greater the indicated 
currency surplus at the time of conversion. However, in the Rumanian 
case, the preconversion dual price system was as extensive as in pre- 
conversion USSR and Czechoslovakia, but the currency surplus was 
less, and the dual price system was retained after the conversion. These 
observations suggest that: (1) The currency surplus is the result of 
decisions originating outside the consumer sector of the economy, since 
“too high wages” or “too few goods” or “too low prices” reflect de- 
velopments elsewhere in the economy. (2) When the currency surplus 
increases unduly in relation to retail trade turnover, the authorities may 
either increase the number of items subject to rationing, in order to 
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TABLE III.—CurrENCY CONVERSIONS AND MULTIPLE PRICES 


Currency Surplus 


P Post at time of 
reconversion ostconversion 


Price System Price System af Tends 
Turnover 


Poland, Oct. 1950 Unified Unified 
Bulgaria, May 1952 Dual prices of Unified 


foodstuffs only 
Rumania, Jan. 1952 Dual prices Dual prices 2:5 
Czechoslovakia, June 1953 Dual prices Unified 5 
USSR, Dec. 1947 Dua] prices Unified 5 


conserve existing supplies, or, especially if all consumer goods are 
already rationed, it may carry out a currency conversion. (3) The 
greater the currency surplus a country has, the greater must be the 
number of rationed goods (the scope of the dual price system). (4) 
Therefore, the greater the scope of the multiple price system prior to the 
conversion, the greater will be the currency surplus at the time of the 
conversion. The above analysis does not, however, explain why Hungary 
(in 1951) and Poland (in 1949 and 1953) abolished rationing and 
multiple prices without a currency conversion, whereas the cases under 
particular study did undertake such conversions. Such an explanation 
may be found by comparing the level of unified prices with the prices 
of unrationed goods before the conversion. This comparison leads to 
three conclusions: 

1. Where price unification has been achieved without a currency con- 
version, the level of the unified prices has been at about the former level 
of unrationed prices. This was obviously true of Poland, where the 
index of unified prices in early 1949 was as high as, or slightly higher 
than the index of unrationed prices in 1948.*° When Hungary unified 
prices in December 1951, Prime Minister Rakosi stated that “most” 
food prices, and “some” industrial goods prices were to be below free 
market prices.’* He thereby implied that “some” food prices and “most” 
industrial goods prices were to be above former free market prices. 
When Poland unified prices in January 1953, it was stated that unified 
prices were to be based upon free market prices, with some increase in 
industrial goods prices relative to food prices.” 

2. Where the level of the unified prices has been below the former 
level of unrationed goods prices, price unification has been accom- 


” These indices are published in several variations in Wiadomosci Statystyczne; the dif- 
ferences among them are not explained, but all support the general statement given here. 
™ Speech of December 1, 1951. 
* Decree of the Council of Ministers, January 3, 1953. 
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panied by currency conversion. The cases supporting this statement 
are the Soviet unification of December 1947,"* the Bulgarian unification 
of 1952** and the Czech unification of 1953.*° There have been cases 
where rationing of some commodities only was abolished ( Bulgaria, 
October 1951; East Germany, April 1953), and where unified prices 
were fixed below former unrationed levels, but these are not comparable 
to general abolition of rationing.’® 

3. Currency conversions therefore seem to be necessary when the 
equilibrium level of unified prices (taking into account both current 
incomes and accumulated currency holdings) would substantially 
exceed the existing prices of unrationed goods.*’ There is no economic 
reason why prices after unification should not exceed the former level of 
unrationed goods prices. There are, however, political reasons why the 
authorities may make such a decision. There is a strong tendency for 
communist propaganda and the communist police to treat as “specula- 
tors” the peasants who sell their goods on unrationed markets during 
periods when rationing is in effect. If the government admits that the 
“free market” prices are too low, it admits also that its own policies, 
rather than the pernicious activities of speculators, are responsible for 
the shortages of goods. 

Satellite governments may also hesitate to widen the spread between 
rationed- and unrationed-goods prices, or to unify prices at levels of 
those of former unrationed goods prices because they are imitating 
Soviet practice. The Soviet Union was able to eliminate rationing in the 
mid-1930’s without a currency conversion by a gradual process of 
bringing “commercial” (unrationed) prices closer to rationed goods 
prices. Similarly, during the period from 1944 throu,:h 1947, the Soviet 
government gradually reduced the spread between the two sets of 

** According to P. M. Pavlov, unified prices of food and industrial goods were reduced, 
respectively, to 30 and 40 per cent of their former “commercial” (unrationed) level (O 
planovykh rychagakh sotsialisticheskogo gosudarstva [Moscow, 1950], p. 90). There may 
be question of the magnitude of the changes, but not of their direction. 

“The decree of May 11, 1952, of the Bulgarian Council of Ministers, lists numerous 


individual price reductions from former free market prices. Rabotnichesko Delo of May 
15, 1952 says that the prices of “most” industrial goods are reduced 5 to 45 per cent. 

* According to Premier Siroky (speech of May 30, 1953 to the National Assembly), 
“the new retail price index will be up to one-third less than the prices on the present free 
market.” The new prices are in many cases given in the currency conversion decree of the 
same date, but no comparison with former free market prices is made. 

* The Rumanian currency conversion of January 1952 involved some reduction of un- 
rationed-goods prices but did not unify the price system. It is therefore not pertinent to 
this discussion. 

* Czech Prime Minister Zapotocky said on June 10, 1953, that “If we had derationed 
without simultaneously reforming the currency, we could not have fixed uniform prices as 
we are doing now. Instead of reducing prices, we would have had to increase them both 
in the former rationed and free markets.” Italics added. 
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prices, although it was eventually forced to carry out a currency con- 
version. 

The Soviet government was able to unify prices in 1935 mainly be- 
cause of the gradual recovery of agriculture from the levels prevailing 
in the worst period of collectivization in 1932-33. The basic circum- 
stances that made possible the reduction in the spread between “com- 
mercial” and ration prices between 1943 and mid-1946 were the re- 
covery of the grain surplus areas of the Ukraine after the German 
retreat, and the reduction in military expenditures at the end of the war. 
In 1946-47, the combination of a bad harvest and (apparently) excess 
credit expansion tended to offset these factors, making it impossible to 
repeat the 1935 performance. By this time, however, the Soviet govern- 
ment was committed to a reduction of the spread between rationed and 
unrationed goods prices, and the conversion operation became neces- 
sary. 

In the satellites, however, there has been a constant intensification 
of inflationary pressures as the various industrialization and export 
programs have expanded. A literal application of the doctrine of stead- 
ily falling prices of unrationed goods would therefore lead to an inten- 
sification of disequilibrium in the consumer sector of the economy. The 
fact that the Polish price unification of 1949 and the Bulgarian reduc- 
tion of rationing in 1951 were followed by currency conversions in 1950 
and 1952, respectively, suggest that in fact such literal applications of 
Soviet practice were mistaken under satellite conditions.** 


II. Currency Conversions and the Enterprise Sector 


There is a clearly defined circular movement of funds in a Soviet- 
type economy from enterprises to individuals to the Treasury to enter- 
prises. Enterprises pay more to individuals as wages than they receive 
from individuals, because a large part of personal consumption expen- 
ditures goes to the Treasury as turnover (sales) tax. The Treasury 
transfers funds from individuals to enterprises because most of its in- 
come comes from turnover and income taxes, and borrowing from in- 
dividuals, while most of its outlays are for investment or armaments 
goods which are purchased from enterprises. 

An increase in the amount of currency held by individuals can occur 
if (1) Treasury funds are depleted or if the treasury is borrowing from 
the Central Bank; (2) enterprise funds are depleted; or (3) bank 
credit is expanded so as to maintain enterprise funds. The first of these 

*It may be noted in passing that Soviet unified retail prices were steadily increased 
from 1935 to 1941, so that Poland could raise its own prices in 1949-50 without 


violating Soviet example. Polish increases, however, seem to have been inadequate in the 
light of the 1950 currency conversion. 
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possibilities may be excluded as a factor in all the currency conversions 
under study except that of Poland.’*® The second can be excluded be- 
cause there is in general evidence of increasing rather than decreasing 
liquidity of enterprises prior to currency conversions,” in the form of 
complaints about shortages and hoarding of materials, excess inven- 
tories, and the like; such difficulties can, of course, be overcome if 
enterprises are forced by shortages of liquid funds to sell portions of 
their inventories. 

By a process of elimination, it appears that expansion of credit to 
enterprises was responsible for the increase in note circulation. This 
reasoning is supported by direct published statements in the case of the 
USSR,” Poland,** Rumania,** and Czechoslovakia,* but in the Bul- 
garian case direct evidence is not available. 

The currency conversion affects enterprises in two ways: first, since 
wages are increased somewhat relative to wholesale prices, plants are 
put under pressure to reduce their costs, particularly their labor costs. 
Second, if the currency conversion is accompanied by an attempt 
to stop credit expansion (as it should be, if it is to be successful), it 


* Bulgaria, Hungary and Rumania show no cash deficits (i.e., expenditures are covered 
without reductions in cash balances or borrowing from the central bank) during the period 
1948-52. Czechoslovakia had a deficit only in 1948, while its currency conversion occurred 
in 1953, following years of intervening balance or slight surplus. Poland shows a cash 
deficit in 1949, and published no data on budgetary revenue and expenditures in 1950, 
suggesting that there may have been a deficit then, too. 

* In the case of Poland data on note circulation were published until about 15 months 
before the conversion. They indicated a steady increase in bank deposits; and there is no 
evidence to suggest that this increase was stopped prior to the conversion. The other 
countries have not published data on deposits. 

** At the end of the war, short-term credit was greater than prewar, although the volume 
of industrial output was below, and the level of wholesale prices about the same as prewar. 
(See Skvortsov, Rol kredita v industrializatsii SSSR, Moscow, 1951). The Soviet Minister 
of Finance stated in various budget messages that as of Octoher 1, 1948 industrial inven- 
tories were 14 per cent higher relative to output than they had been at the beginning of 
1941; and that as of October 1, 1947 they had been 17 per cent higher. Since total output 
and the ratio of inventories to output were well below prewar in 1943, a substantial increase in 
inventories as well as of credit is indicated for the late war and immediate postwar period. 

* Wiadomosci Statystyczne indicates that credit (excluding direct credits by the National 
Bank) rose from 170 billion zlotys on December 31, 1947 to 383 billion on December 31, 
1948; and Wiadomosci Narodnowego Banka indicates that short-term and medium-term 
credit rose from 461 billion at the end of 1948 to 688 billion on June 30, 1949, when 
publication of the series stopped. 

* Niculeanu, in an article on “right-wing deviation” in the financial and banking system 
(Probleme Economice, No. 6-7, 1952) blames an excessive credit expansion prior to the 
conversion on the Minister of Finance and the leadership of the central bank. 

* Steps to strengthen credit controls in late 1952 are given by Okrouhly, “Kratkodoby 
uver jako prostredek penezni kontroly statniho planu,” Planovane Hospodarstvi, Number 
2, 1953; Rude Pravo of December 15 and 28, 1953 criticize a continued growth « inven- 
tories throughout the year. 
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will force plants to contract, or at least to stop expanding inven- 
tories. 

In countries outside the Soviet bloc, a change in the volume of bank 
credit will affect both construction and inventories, since both are in 
part financed through the commercial banking system. In Soviet bloc 
countries, the central (commercial) bank does not finance construction 
activity, and construction is financed solely by an investment bank 
which derives its resources from tax revenue, centralized depreciation 
funds and retained profits. 

A change in the amount of credit will, therefore, affect directly only 
investment in inventories. It may have an indirect effect upon consump- 
tion or construction, to the extent that inventory changes affect the 
volume of resources available for these other purposes. Communist 
literature on inventories indicates that plans are based upon the 
assumption that inventories will not exceed a certain number of days’ 
supply for any particular plant. Speculative changes or any other 
changes which are not directly the result of changes in the level of 
output are not ordinarily countenanced in the planning process. For 
this reason, changes in the level of credit tend directly to lead to 
disruptions in the planned flow of goods. 

This discussion of the enterprise sector has considered currency 
conversions in terms of credit policy: a currency conversion became 
necessary because enterprises received too much credit. This argument 
amounts, of course, to saying that investment in inventories became 
too high relative to construction and consumption. On the other hand, 
the discussion of the consumer sector explained the currency conversion 
in terms of price policy: the conversion was necessary because prices 
were too low relative to wages. Putting this argument in terms of 
resources, the reason consumer goods supplies were too low may have 
been because too much production went into inventories. If these 
interpretations are correct, control over inventory investment may 
have been the weak point of Soviet bloc planning, since so many bloc 
countries have had difficulties originating in this sphere. 

From the policy point of view, currency conversions in Soviet type 
economies can be avoided if controls over retail prices are relaxed, or if 
controls on credit are intensified. It is easy to move from this proposi- 
tion to another: currency conversions are necessary because the 
authorities in the Soviet bloc tend to underestimate the importance 
of credit controls and overestimate the importance and usefulness of 
direct controls. 

Price controls, however, are an essential feature of Soviet-type 
economies, since they serve to force enterprises to hold down their costs. 
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and to assure the government of adequate investible funds through 
controls over turnover tax revenue. If it were not for price controls, 
such economies would find it difficult, if not impossible, to maintain the 
level and direction of their investment programs. Such economies will 
presumably have difficulty in holding down wage levels, unless the 
regimes are as strongly organized as the USSR. A wage freeze seems to 
be much more difficult to enforce than price controls. In contrast retail 
prices are apt to be too rigidly frozen. In these circumstances, in- 
creases in credit would be necessary, even under optimal conditions, 
for if enterprises are to meet payrolls as output increases, the minimal 
volume of inventories required to prevent bottlenecks and stoppages 
will also increase. In this sense, credit and money expansion are a 
consequence of the price and wage system, even though this expansion 
is one of the important practical weaknesses of the Soviet-type econoniy. 


III. Exchange Rate Changes and Currency Conversions 


All the currency conversions under study, except that of the USSR, 
have involved changes in exchange rates.**° An analysis of these changes 
is complicated by the fact that there have been simultaneous changes in 
the general level of wholesale prices, and it is necessary to consider both 


changes together. An earlier article by the writer*’ has shown that 
although the foreign trade program of a Soviet-type economy is not 
determined by market considerations, and although the exchange rate 
has therefore no effect upon the trade program itself, it has several 
effects upon the money supply of the country because: 

1. A trade imbalance is normally not accompanied by changes in 
central bank holdings of foreign exchange, since it is financed by a 
planned capital movement or transfer. 

2. The imbalance, being financed by an intergovernmental loan or 
transfer, means that the debtor (creditor) on trade account sells 
clearing rubles to (buys them from) the central bank so as to maintain 
balance in the clearing accounts.*’ These transactions are revenue (ex- 
penditures) of the Treasury, and affect its cash position. 


*™The USSR raised its exchange rate from 5.3 to the dollar to 4.0 to the dollar on 
March 1, 1950. On October 1, 1953 East Germany raised its exchange rate from 1.2 to 
1.8 rubles per mark. Rumania raised its exchange rate from 2.6 to 1.5 lei to the ruble on 
February 1, 1954. These changes are not discussed here, as they were not parts of currency 
conversions. 

* “The Exchange Rate in Soviet-Type Economies,” Rev. Econ. Stat., Nov. 1953, XXXV, 
337-42. 

* Trade is cleared through bilateral ruble accounts. There are two distinct sets of prices 
in international transactions: (1) the internal wholesale prices at which the Ministry of 
Foreign Trade deals with domestic enterprises; (2) the ruble prices at which the Ministry 
deals with foreign ministries. These two sets of prices need not be related to each other. 
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3. A change in the exchange rate will change the amount of local 
currency revenue which the Treasury receives from foreign govern- 
ments as loans or transfers covering an import surplus of any given 
magnitude (in clearing rubles). It also decreases the local currency 
expenditures which the Treasury must make to finance (on a loan or 
transfer basis) an export surplus of any given magnitude (in clearing 
rubles). Consequently, for any given economic program (of construc- 
tion, armaments, exports, etc.), a change in the exchange rate changes 
the Treasury’s requirements for funds from domestic enterprises and 
individuals. Expenditures on the purchase of clearing rubles, then, are 
affected by changes in the exchange rate. 

A currency conversion is an attempt to deal with an inflationary 
situation. Exchange rate changes undertaken simultaneously with a 
currency conversion may be presumed to have similar anti-inflationary 
objectives. It may be shown that the changes in exchange rates which 
have taken place in connection with currency conversions* are con- 
sistent with what would have happened if the authorities wished to 
force the Treasury to increase its tax revenues or to decrease its ex- 
penditures, under certain special conditions which seem to have existed 
in the balance of payments of the individual countries. Such pressure 
would be unnecessary if the Treasury were omniscient; if its forecasts 
were always completely accurate; and if it never allowed itself to be 
swayed by the “easy way out” represented by inflationary financing. 
A change in exchange rates is not the only way of increasing anti- 
inflationary forces, but it is one of the ways of doing so, even in a 
Soviet-type economy. 

It might normally be expected that a country showing an export 
surplus in clearing rubles would show a surplus in the accounts between 
the Ministry of Foreign Trade and domestic enterprises. That is, if 
the value (in clearing rubles) of exports exceeds the value of imports, 
the value (in domestic prices) of the goods which the Ministry of 
Foreign Trade purchases from domestic enterprises for export purposes 
should exceed the value of imported goods which it sells to domestic 
enterprises. If the Soviet-type economy were a market economy, this 
would be true because domestic prices and clearing-ruble prices would 
tend to be equal. This condition, however, is not necessarily met, and 
prices may be so distorted that a trade program which shows an import 


A trade imbalance, in this context, always refers to an imbalance based on clearing ruble 
prices. It need not even be of the same sign as the balance of trade based on internal 
prices. 

* The price of one ruble, measured in terms of satellite goods (i.e., taking into account 
wholesale price changes) declined 67 per cent in Poland, 40 per cent in Bulgaria and 28 
per cent in Czechoslovakia; it rose 38 per cent in Rumania. 
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surplus in clearing-ruble accounts can have an inflationary effect 
internally. 

The case of Rumania seems to be relatively “normal.” Rumania is 
known to be paying reparations to the USSR under the terms of the 
peace treaty of 1947. In other words, it has an export surplus. 
“Normally” this would have an inflationary effect upon the money 
supply, since the Rumanian Ministry of Foreign Trade would spend 
more money purchasing goods for export from domestic enterprises 
than it would receive from sales of imported goods. By reducing its 
exchange rate, Rumania has increased the local currency cost of 
reparations payments,” and put additional pressure upon the Treasury 
to carry out a more deflationary policy, in order to maintain its own 
cash position. 

Bulgaria, Czechoslovakia and Poland were not paying reparations, 
and there is evidence that all of them have received credit from the 
USSR to finance the import of industrial equipment. In these circum- 
stances, it could be concluded that they had import surpluses (in the 
ruble clearing accounts). An increase in the exchange rate in these 
circumstances would reduce the amount of revenue which the Treasuries 
of these countries receive as the local currency equivalent of the loans 
issued by their trading partners, and especially the USSR. It would 
therefore tend to place pressure upon the Treasuries to carry out more 
deflationary fiscal policies. 

The fact that these countries had trade deficits in their ruble 
clearing accounts does not necessarily mean that their trade programs 
did not have an inflationary internal effect. In fact, it is quite possible 
that because of unfavorable terms of trade the goods exported exceeded 
(at domestic wholesale prices) in value the goods imported, even 
though the valuations of these goods in clearing rubles showed an 
import surplus. It is difficult to explain the inflationary tendencies in 
these countries without some reference to the large volume of exports 
which they all make to the USSR. In any case, provided that the 
clearing ruble accounts showed a deficit, the currency appreciations 
would have tended to exert a deflationary effect. 


IV. Conclusions 


Currency conversions have a definite, if limited, role in making 
possible the internal stabilization of a Soviet-type economy. They are 
not necessary conditions for stabilization—Hungary and East Germany 

* Rumania and Hungary were to have completed reparations at the end of 1952. In 
January 1953 the completion of Hungarian reparations payments was announced, but 


no announcement concerning the end of Rumanian reparations had been made at the 
time of writing this paper (April 1954). 
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have not had any conversion ascribable to purely Soviet, as distinct 
from postwar inflation. They are not even sufficient conditions for 
stabilization—Rumania, despite the conversion of 1952, did not notably 
improve her internal affairs. The principal limitations upon the im- 
portance of conversions in the Soviet bloc are: (1) they do not 
necessarily involve any change in the allocation of productive resources; 
and (2) they do not involve changes in prices, other than purely 
administrative readjustments. The role of the conversion is to eliminate 
excess consumer demand by raising retail prices rélative to wages and 
by eliminating liquid savings; to place pressure on enterprises to 
increase efficiency by raising wages in relation to wholesale prises; and 
by making appropriate changes in the exchange rates to place pressure 
upon the Treasury to increase revenues to expenditures. In this way, 
the conversion may correct a divergence between the allocation of re- 
sources planned by the authorities, and the actual allocation of incomes. 
This divergence may be directly ascribed to credit expansion, which 
means inventory growth under Soviet-bloc conditions, although in- 
directly it is also a consequence of excessive rigidity of prices. 


MANPOWER ALLOCATION UNDER BRITISH 
PLANNING, 1945-49 


By Sipney E. Roire* 


The manpower shortage was perhaps the most pressing of Britain’s 
internal economic problems in the immediate postwar years. In reality, 
the “shortage” was a distribution of the industrial labor force among 
competing users such that the capital equipment, and hence the 
productive potential, of the coal mines and several export industries 
were underutilized for lack of manpower. The Labour government’s 
postwar economic aim was expressly to overcome the unfavorable 
balance of payments on current international account by restricting 
imports and, particularly, by increasing exports. Realization of the 
latter goal was frustrated by the manpower shortage; in consequence, 
manpower targets were included in the general economic plans set forth 
in the annual Economic Surveys, the major purpose of which was to 
attain export targets. 

In its origin, the manpower shortage was the result of “natural” 
economic forces conflicting with economic-adminfstrative policies. With 
imports restricted, Britons diverted the inflated internal money income 
stream to goods and services domestically produced for the home 
market. Labor flowed or remained in the remunerative channels of 
domestic production and trade, leaving the essential export industries 
(and coal) short. While this pattern conformed to the dictates of 
consumer sovereignty, it was a gross maldistribution from the viewpoint 
of the planners.’ 

* The author is the economist for the C.I.T. Financial Corporation, New York, N.Y. 
This paper summarizes a study conducted in England with the financial assistance of the 
Social Science Research Council, for which the author wishes to express his gratitude. 
Many persons were helpful in this work, but special thanks are due to Mr. E. H. McGale 
of the U. K. Ministry of Labour, and Professor Milton Friedman. Data summarized in 
this article are presented in greater detail in an unpublished Ph.D. thesis of the same name, 
available through the library of the University of Chicago. Any errors of fact or judgment 
are the author’s sole responsibility. 

*The use of monetary-fiscal controls to induce a degree of deflation and unemployment 
would bave reduced the aggregate demand for domestic products. Labor would have been 
released for the export industries, where demand was exogenously determined. However, 
deflation was not used to redistribute the labor force since that would have conflicted 
with the aim of maintenance of full employment, a cardinal point of Labour policy. In 


addition, it was contended that the housing shortage effectively restricted any substantial 
interregional movement of labor, which would have been necessary because export indus- 
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On the assumption that targets were to be fulfilled, labor had to be 
distributed to the essential industries, including exports, by selective 
and direct means. Basically, three devices may be used to redistribute 
a given labor force: exhortation, compulsion, or the manipulation of 
relative wages to attract workers from one industry to another.’ 

The purpose of this paper is to examine empirically the relative 
effectiveness of each of the three devices. To do so, the inquiry is 
restricted to one export industry, cotton textiles, and one labor market, 
the Northwest Region, which consists primarily of Lancashire. The 
method of procedure is, first, to establish the fact that the cotton 
industry did gain labor relative to other industries in the area; 
secondly, to attempt to determine to what degree each of the three 
allocative devices in operation—compulsion, exhortation, and wage 
inducements—accounts for the observed increase in manpower. 


I. Changes in Manpower Distribution 


Manpower targets were officially set for coal and for the export 
industries, but they were missed by wide margins.* With respect to the 
cotton industry, the Ministry of Labour tabulated some 267,000 


tries are regionally concentrated. Removal of rent control to free the supply of housing 
was never seriously considered; the provision of more housing was at best one of the 
nation’s long-term social investment goals. 

? Immigration may be used to expand the total labor force. If immigrants are brought 
for specific industries, it may be counted a fourth allocation device. Actually, the United 
Kingdom recruited “European volunteer workers” from the Continent for various industries 
in the period considered. Through 1949, 9,759 foreign workers were brought to work in 
the cotton industry. However, the inflow diminished to insignificance by end-1949. The 
housing shortage was said to be the major barrier; family units were reputedly willing to 
immigrate, but not single workers willing to live in dormitories. The unions imposed 
quotas on foreign workers which averaged 10 per cent of the British labor force in the 
cotton industry, but the quotas were of no significance since it was not possible to recruit 
this number. Once in England, foreign workers fell under British (i.e., no special) regula- 
tions. Foreign workers are included, but not differentiated, in the data presented below. 
See Ministry of Labour, Report for the Year 1948 (London, H. M. Stationery Office, 
1949) for more detail. 

* The following comparisons of target to actual manpower in a few selected industries 
for 1948 will serve to illustrate the point: 


Manpower Change 
(+ increase, — decrease) 


Industry 


Target Actual 


Exports: Coal + 32,000 + 8,000 
Textiles +108 ,000 +32 ,000 
Domestic: Food, Drinks, Tobacco — 23,000 +19,000 
Distribution — 21,000 +55 ,000 


Source: Economic Survey for 1949, (London, H.M.S.O., 1949). 
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workers employed at the end of 1947, and established 325,000 workers 
as the target for the end of 1948. Actually, by end-1948, there were 
about 287,000 workers in the industry, a gain of 20,000, but far short 
of the target; a further gain of 10,000 was achieved in 1949.* At the 
end of 1949, however, an estimated 20 per cent of the available 
equipment in operating mills was still idle for lack of manpower.° 

Did the gain in manpower in cotton simply reflect a larger labor 
force in the economy or the region, or did cotton gain workers at the 
expense of other industries? Table I provides an answer, and indicates 
that cotton did gain relative to other industries. 

Certain features of Table I are noteworthy. Column 5 indicates an 
increase for men in cotton from 10.8 per cent of the noncotton total in 
1945 to 15.2 per cent by 1949.° Thus, the ratic of male workers in the 
cotton industry to male workers in other industries actually rose by 
40 per cent. Omitting conceivably erroneous estimates for 1949, the 
same ratio rose 34 per cent. 

The total number of male workers for all industries in the sample are 
presented in column 7, and are of particular interest. These data may be 
divided into three time periods. During demobilization, through 1946, 
the total male labor force rose from 577,000 to 645,000. The second 
period, starting in 1947 and running through 1948, is characterized by 
a fairly stable total labor force averaging about 712,000. During this 
period, the noncotton industries lost about 17,000 men while the cotton 
industry gained some 12,000. The third period is 1949; owing to the 
broken series, little can be said in absolute terms although column 5 
indicates that cotton continued to gain men relative to other industries, 
but at a slower rate. 

The results for women are quite striking. Column 6 shows an 
increase for women in cotton from 37.7 per cent of the noncotton total 
in 1945 to 95 per cent in 1949. The ratio of female workers in cotton 
to female workers in other industries thus rose 151 per cent. Through 


*Comparison of targets and actual manpower data become difficult after 1948 since the 
Ministry of Labour broke its old series in July 1948, replacing it with a new series 
characterized by significantly larger employment totals. For example, the 287,000 old- 
series cotton tabulation at end-1948 became 319,000 under the new series. The 1949 new- 
series target of 330,000 cotton workers appears to have been met, since 329,000 new-series 
workers were employed by the end of 1949. However, this accomplishment was only 
statistical, reflecting the new basis of tabulation. For details of the old and new series, 
see The Ministry of Labour Gazette, LVII, 40-41. 

*Cotton Board Trade Letter, Dec. 1949, pp. 3-5. 

*The rate of increase was not constant. The percentage of men in cotton reads 12.5 
per cent for mid-1946; 13.6 per cent for end-1946; and falls to 12.4 per cent by mid-1947. 
The decline is accounted for by the lifting of the wartime Essential Works Order in cotton 
in late 1946, which had forcefully restrained many would-be leavers. Based on Ministry 
of Labour, special tabulation, 
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TABLE I.—MANPOWER TOTALS IN SELECTED NONCOTTON INDUSTRIES COMPARED TU 
MANPOWER IN THE COTTON INDUSTRY IN THE NoRTHWEST REGION: 1945-49 


Manpower 
(thousands of adults) Cotton Manpower 
as a Per Cent of 
Noncotton Cotton Noncotton Total 
Industries Industry (C/N X 100) 

(N)> (C)e 


Total N+C 
(thousands 
of adults) 


Male Female| Male Female} Male Female} Male Female 
(1) (2) (3) (4) (5) (6) (7) (8) 


Mid-1939* 554.43 153.97 | 106.48 193.34] 19.2 125.6 | 660.91 347.31 
Mid-1945 520.87 309.91 | 56.12 116.85} 10.8 37.7 | 576.99 426.76 
Mid-1946 573.69 221.27 | 71.49 119.66 | 12.5 54.1 | 645.18 340.93 
Mid-1947 637.88 201.29 | 79.37 131.84| 12.4 65.5 | 717.25 333.13 
1948 

End ist quarter | 627.19 183.26 | 87.92 150.28 | 14.0 82.0 | 715.11 333.54 
End 3rd quarter | 620.05 171.24 | 91.50 155.78 | 14.8 91.0 | 711.55 327.02 
19494 

End ist quarter | 713.70 219.80 | 109.20 212.40} 15.3 96.6 | 822.90 432.20 
End 3rd quarter | 731.60 225.80 | 111.10 214.30; 15.2 94.6 | 842.70 440.10 


® Based on G. Gibson, “The Distribution of Industry in the Northwest Region,”’ Manchester 
Stat. Soc. Transactions, 1947-48. 

> Data through 1948 are “old-series” employment totals of workers aged 18-64, provided by 
Ministry of Labour in a special tabulation. Twenty-five industries which compete with cotton 
for labor are included. In total, about 50 per cent of the workers in the region were employed 
in these industries. For 1949 data, see note “‘d.” 

* Data through 1948 are Cotton Board special tabulations. For 1949 data, see note “d.” 

4 Author’s estimates of Northwest Region totals, includes juvenile workers. Absolute man- 
power data for 1949 are therefore not comparable to prior data although percentage com- 
parisons (columns 5 and 6) are probably reasonably accurate. Method of estimating: “Old- 
series” manpower data for 1948 for all Britain (source: Ministry of Labour Gazette, LVI, 
170-71 and 420-21) were compared to 1948 “old-series” data for the Northwest Region for 
the same industries (source: Ministry of Labour, special tabulation), and a per cent relation 
derived. This per cent was then applied to 1949 “new series” national data, (source: Gazette, 
LVII, 172-73 for 1st quarter, and pp. 420-21 for 3rd quarter) and a total by industry derived 
for the Northwest Region. To check the constancy of the national-Northwest Region ratio, 
similar tabulations were performed for 1946 and 1947 data. Changes, especially in war in- 
dustries, took place in 1946, but the similarity of 1947 and 1948 ratios is marked. Small 
losses, in the vicinity of 1-3 per cent were offset by similar gains in other industries. Therefore, 
the per cent relations derived for 1949 are probably valid, particularly since other sources 
indicate no notable geographical shifts in this period. 


1948, the ratio similarly calculated rose 120 per cent. Analysis of the 
total female labor force in the sample in column 8 shows that after the 
“demobilization” period, ending by mid-1946, this group approximated 
its prewar strength. The total female labor force stayed fairly constant 
after 1946, averaging about 333,000. While the female total in non- 
cotton industries fell about 50,000 in this period, the cotton total 
increased some 36,000. A total varying between 82,000 and 99,000 
women either withdrew from the labor force, or went to jobs outside the 


Period | 
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scope of these data. The former possibility is more likely, since the 
movement of women out of the labor force was evident throughout 
the nation in this period.’ Absolute comparisons may not be extended 
through 1949, but column 6 indicates that the percentages of women 
in the cotton industry relative to other industries continued to rise. 

While exact comparisons to the prewar period are not possible, 
because of extensive unemployment then, it is evident that a return to 
something like the prewar distribution of the labor force was under way 
in the postwar years. However, while the total male labor force was 
larger than it had been in 1939 (column 7), some 15,000 men had 
failed to return to the cotton industry by 1948. The total female work- 
ing population (column 8) was slightly less than it had been in 1939, 
probably reflecting increased real earnings for males, and a consequent 
backward sloping section of the supply curve of female labor. How- 
ever, some 39,000 fewer women were working in cotton than had been 
in 1939. The continuing demand for labor in the noncotton industries, 
probably resulting from internal inflation, seems to have prevented an 
easy readjustment to the prewar distribution of labor. 


II. Alternative Hypotheses 


How can the relative increase in manpower in the cotton industry 
be explained? If each of the basic manpower allocative techniques cited 
earlier (exhortation, compulsion, and wage inducements) is established 
as an alternative hypothesis, can any hypothesis be supported by avail- 
able evidence? 

It hardly needs to be said that attempts to differentiate the rela- 
tive effectiveness of several causes of human behavior should be under- 
taken with caution. Supporting evidence for hypotheses, rather than 
“proof,” is the best one can hope for. In this study, each allocative de- 
vice is tested in that period when it was operating singly or in which 
its impact was most important. In the case of wage changes, the en- 
tire period 1945-49 is used since relative earnings were changing 
throughout the period under consideration, and there is a time lag 
of indeterminate length between wage changes and manpower move- 
ments. 


Exhortation 


Between January and October 1947, sole administrative reliance was 
placed on exhortation. Virtually the entire structure of wartime labor 
controls had been revoked by this time. 


* Ministry of Labour, Report for the Year 1948, p. 56, “The percentage of women in 
civil employment rose to a peak figure of 38.8 per cent at mid-1943; at the end of 1948 
it had fallen to 29.5 per cent.” 
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The forms of exhortation were numerous. The Economic Survey 
for 1947, the planners’ White Paper, was itself exhortative in its ex- 
plicit dependence for successful target fulfillment on the cooperation of 
all segments of the economy.® While specific plans for the cotton in- 
dustry were not formulated until later in the year, newspaper, radio, 
poster, and special publication advertisements, as well as speeches of 
union and government officials were utilized to urge people to take jobs 
in the essential textile industry, and specifically in cotton. 

Spinning is first in the sequence of major operations in the cotton 
industry, and the emphasis in recruitment was therefore on this sec- 
tion of the industry. Actual trends in the recruitment for cotton spin- 
ning for the first nine months of 1947, when reliance was placed solely 
on exhortation, may be used to test the power of this device, and are 
summarized in Table II. 

In the first half of 1946 the net gain in the cotton industry had been 
some 11,300 workers, but it had fallen to approximately 1,500 workers 
in the second, for an average net gain of 227 workers per week. The 
major demobilization releases were over, and the Essential Works 
Order, a wartime control which restrained job-quitting or firing, was re- 
voked in October 1946. Therefore, many workers who had earlier been 
restrained from quitting did so in this period. 

During the first nine months of 1947, the period under study, net re- 
cruitment actually moved to a negative total in the second and third 
quarters, as Table II, column 8 shows. In consequence, total net re- 
cruitment in this period was only 1,472 workers, almost all women. 
When part-time workers are included in this total, it increased to only 
2,840 workers.” 

Some 3,500 foreign workers were brought to the cotton industry 
during 1947 and are included in Table II. Thus, the net increases of 
English workers in 1947 was probably actually negative. The number 
of workers “actually at work” in the spinning section in September 1947 
was about 85,000 compared to 176,000 “actually at work” before the 
war. The annual increase of less than 3,000 workers, including immi- 
grants and part-time workers, hardly dented the deficit of 91,000 
needed to bring the industry to its prewar labor strength and utilize the 
spinning section of the industry’s potential in the export drive. Even 
when a generous allowance is made for a 20 per cent inflation of prewar 
figures owing to work-sharing and consequent under-unemployment 
not reflected in unemployment statistics, and when postwar require- 
ments are reduced an additional arbitrary 20 per cent on the assump- 


® Economic Survey for 1947 (London, H. M. Stationery Office, 1947) pp. 8-9. 
* Cotton Board Trade Letter, December, 1949, p. 3. 
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Taste Il.—REcRUITMENT OF LABOR FOR COTTON SPINNING, 1947-48* 
(Weekly Averages: Actua] Data) 


Net Per Cent 


Numbers Engaged Numbers Leaving Recruit- | of Equip- 
ment ment Idle 


Total Male Female Total Male Female Total 


(1) (2) (3) (4) (5) (6) (7) (8) (9) 
1946> 1,058 450 608 831 284 547 227 37.4 
1947: 

Ist qtr. 1,030 378 652 882 316 567 147 33.9 
2nd qtr. 932 323 609 954 350 640 —22 35.0 
3rd qtr. 1,046 339 1,057 353 704 —i1 37.2 
4th qtr. 1,039 347 692 783 264 519 256 31.8 
1948: 
1st qtr. 1,002 354 648 805 277 528 197 29.6 
2nd qtr. 996 316 680 825 274 551 171 27.3 
3rd qtr. 1,145 367 778 998 310 688 147 29.9 
4th qtr. 1,039 341 698 929 295 634 110 22.4 


® Based on Cotton Board Trade Letier, March, 1949, p. 2. Only full-time workers are counted 
as recruits. 

» Excludes January and February. 
tion that manpower utilization could be improved that much, it is 
obvious that the manpower deficit could not have been overcome in 
less than twenty years at 1947 recruitment rates. The per cent of unused 
equipment in spinning mills idle for lack of manpower is a fairly 
objective index of the manpower shortage. This was some 37 per cent 
by the end of the exhortation period, or substantially the same as it 
had been in 1946, despite the fact that the actual number of spindles 
declined during 1947 owing to scrapping, nonreplacement of obsolete 
parts, and similar factors.’® 

On closer inspection of Table II, the gross rate of hiring workers 
for cotton spinning in the first nine months of 1947 was good, averaging 
+ 7 per cent of 1,000 workers per week. However, an average quit rate 
of 960 reduced the net average gain to 38 per week for the nine months. 
When part-time workers, not shown in Table II, are included, average 
net gain rises to only 72 per week. 

In the weaving sector of the industry, the data show the same trend. 
The manpower total rose by some 7,000 workers in 1947. However, the 
deficit of 80,000 workers which remained was not being overcome with 
notable rapidity. The per cent of looms in place in running mills, idle 
for lack of manpower, actually rose from 36 per cent in 1946 to 39 per 
cent in 1947." 

Loc. cit. 


" Ibid., Oct. 1949, p. 5. This increase reflects in part the fact that more looms were in 
potential operation in 1947, some 363,000 compared to 325,000 in 1946. 
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If the use of exhortation explained the entire increase in manpower 
in this period, it would still clearly be a failure as an allocative device. 
But even the modest success observed cannot be ascribed to exhorta- 
tion to any significant extent. The employment of immigrant workers, 
the beginnings of redistribution of the female labor force to something 
resembling the prewar pattern, and, as will be seen below, relative 
earnings improvements for women, coupled with arrangements to 
facilitate part-time employment serve to explain the bulk of recruit- 
ment. Exhortation was also employed to induce workers to stay in the 
cotton industry once employed, and in this it most clearly failed, as 
the leaving rate indicates. 

Exhortation might have proven successful if workers could have been 
persuaded to replace individual with social motivation, and/or if the 
means of attitude formation and communications had been under total 
state control. Neither condition prevailed. 

In view of the convertibility crisis of 1947, it was generally agreed 
that exhortation was at best inadequate. To improve the distribution 
of labor, in view of the failure of exhortation and in lieu of a wages 
policy, the government resorted to direct manpower controls in late 
1947. 


Compulsion 


The Control of Engagements Order, 1947, was enacted by Parlia- 
ment on August 6, 1947, to take effect sixty days later. Under the 
order, certain industries, mainly coal and exports, were designated 
“essential” or “first preference.” Workers covered by the order were 
forced to go through the government’s labor exchange where they were 
notified of the importance of work in industries or firms classified as 
essential. If the exchange officials so decided, they could compel 
workers to take essential jobs by issuing a “direction.” Failure to 
follow a “direction” was subject to severe legal penalty. The advertise- 
ment of positions through newspapers was forbidden for persons 
covered by the order. Exempt from the order were managerial and 
professional workers, juveniles, women with household responsibilities, 
and part-time (thirty hours per week or less) workers. All others were 
included. 

The scope of controls was much narrower than wartime controls had 
been, since they applied only to workers changing jobs. The purpose of 
the order was to substitute the government exchange system for the 
free labor market in the case of, generally speaking, the industrial 
labor force. 

Behind the restoration of compulsion lies the old conflict between 
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autonomous trade union power and central planning latent in demo- 
cratic socialism.** 

In one sense, the exhortation period had been one of marking time, 
pending the outcome of the “wages policy” debate in 1946-47. The 
crux of the debate was a simple proposition: that the trade unions 
should surrender to the government planners the power to set relative 
wages, thereby providing monetary incentives for the desired movement 
of labor, leaving occupational choice free. The alternative was con- 
tinued free trade union bargaining and, presumably, continuation of a 
wage pattern based on individual union power which had in practice 
severely hindered the desired manpower allocation. Allocation would 
then come via direct controls which meant, of course, some degree of 
abrogation of free occupational choice. 

Labour government officials, chiefly Hugh Dalton, argued for the 
wages policy; the trade unions against. Holding political and financial 
power in the Party, the unions prevailed. The Trade Union Congress 
rejected central wage control and, in August 1947, endorsed, as an 
alternative, the direct controls which were enacted.’* While the unions 
rationalized their position on the ground that monetary inducements 
would prove inadequate in view of the small elasticity of demand for 
incremental income in a full employment economy, they also argued, 
more convincingly, that the transfer of wage-determining power would 
rob them of their central function. 

The effectiveness of the Control of Engagement Order, which became 
operative in the final quarter of 1947, may be seen in Table II. While 
net recruitment (column 8) had actually been negative in the middle 
quarters of 1947, the trend was reversed after the order. Total employ- 
ment increased some 2,000 in the final quarter of 1947, and the amount 
of idle equipment was reduced notably (column 9). The order was ini- 
tially effective because it sharply reduced the leaving rate (column 5). 

The order’s initial impact was thus to keep more workers within the 
industry, if not with the same firm. However, this effect was short-lived, 
for the leaving rate increased through 1948, equaling the pre-order 

* Starting in Marx’s Poverty of Philosophy, the literature relating to this conflict has 
been voluminous. The framework of the problem in postwar England is set in B. Wootton, 
Freedom under Planning (Chapel Hill, 1945) Ch. VI and VII; in an excellent article by 
D. J. Dewey, “Occupational Choice in a Collectivist Economy,” Jour. Pol. Econ., Dec. 
1948, LVI, 465-79; and in H. W. Singer, “Wages Policy in Full Employment” Econ. Jour., 
Dec. 1947, LVII, 438-55. The unions’ apologia is presented in pamphlets by T. E. McKittrick, 


Wages Policy? (London, 1948) and by B. Roberts, Trade Unions in the New Era (London, 
1948). 


*“T.U.C. General Council Statement of August 6, 1947,” p. 14. The trade union position 
may be traced in “T.U.C. Statement of Policy on Problems of Production,” March 6, 1946, 


p. 11, and U.K. Central Office of Information, Home Affairs Survey No. 2, 1947, “Report of 
the Labour Party Conference, May, 1947.” 
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rate in magnitude shortly after the midyear. Gross recruitment (column 
2) was not improved, however, since this did not vary more than + 5 
per cent from the pre-order rate. 

While the legal power vested with Exchange officials was immense, 
use of these powers was sparing. Only 29 directions were issued in the 
entire economy during the life of the order, excluding directions in coal 
and agriculture which were still under wartime regulations; 15 direc- 
tions were issued in the first three months of the order’s existence, and 
the balance within a year.’* No directions were issued in cotton. It 
was during the initial period of the order that exchange officials were 
willing to utilize the power of direction at their disposal, or at least to 
talk as though they might. Political objections restrained, and finally 
ended, the use of direction. In The Economist’s phrase, the order 
proved “too unpopular to be usable.”*’ When workers realized that the 
threat of direction was more apparent than real, they felt free to leave 
their employment without fear of direction. 

The order functionally resembled the wartime Essential Works 
Order. However, the wartime measure was useful because it fitted 
logically into a pattern which included all aspects of compulsory man- 
power allocation;'* and most important, profound consensus in the 
face of crisis had made labor direction acceptable during the war. After 
the war, controls were quickly lifted, and the restitution was bound to 
be unpopular from the outset. 

Since officials were unwilling to force workers to go to or stay in an 
essential industry by direction, the order in effect became another 
exhortative device. Workers reporting to Labour Exchanges could be 
advised of the needs of essential industries and have brought to their 
attention other incentives such as improved earnings. Better labor 
market information would have served the same purpose. The degree 
to which the order succeeded in channelling those workers seeking em- 
ployment through labor exchanges is also open to question. It was 
widely felt that a large number of workers were illegally but effectively 
skirting the Labour Exchange by procuring their insurance book from a 
previous employer and having it accepted by a new employer seeking 
labor. 


“Ministry of Labour, Operation of the Control of Engagements Order, Report No. 23, 
p. 5. 

*“Control of Engagements Dropped,” The Economist, March 18, 1950, pp. 610-11. 
Labour Exchange officials interviewed by this writer conceded the workers’ antipathy to 
direction. However, they also rationalized their disinclination to use the order in terms 
of workers’ morale. Directed workers were said to be so dissatisfied that their presence 
lowered morale and productivity generally in a firm. 

* Cf. this author, “Manpower Allocation in Great Britain During World War II,” 
Indus. Lab. Rel. Rev., Jan. 1952, V, 173-94. 
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While the order succeeded in reducing turnover at the outset, its effect 
in obtaining new workers was negligible. Actually, there is evidence 
that the order inspired a “dash for cover” which reduced mobility and 
hence the supply of workers moving through labor exchanges.*’ Table 
II shows negligible gains in the gross recruitment in spinning in 1948 
over 1947, despite the fact that large numbers of part-time women and 
immigrant workers entered the industry in 1948. The recruitment of 
neither of these groups may be ascribed to the order; the first was 
exempt and the second came in response to conditions abroad. The dash 
is also evident in the leaving rate, which reached its peak between 
August 1947, when the order was enacted, and October 1947, when it 
took effect. The cotton industry as a whole shows very much the same 
pattern. 

The postwar order died in March 1950, although the Minister of 
Labour had proclaimed its indispensability a short time earlier. Without 
the order, no other allocative device was available to the government, 
despite continuing manpower shortages in essential industries, and 
exports far short of targets. 


Wages 

How did wage changes affect manpower allocation? Without a 
central “wages policy,” the government had no way directly to influ- 
ence the pattern of relative wages. Nevertheless, it attempted to raise 
wages relatively in the essential industries by indirect methods, despite 
official doubts cast on the allocative effectiveness of money incentives. 

When, in 1947, the trade unions had rejected a central wages policy, 
they agreed to a voluntary “wage-freeze.”’’* To the extent that the wage 
freeze was successful it served to freeze the maldistribution of labor as 
well. However, if wages could be raised in the cotton industry while 
others remained frozen, manpower might be induced to move to cotton. 
Overt wage increases for workers in the cotton (or other essential) 
industries were not considered feasible, lest they provoke compensatory 
rounds of increases which would wipe out the allocative advantage. 
Therefore, although there were some direct wage increases, great 
reliance for increasing wages in cotton rested on indirect methods, 
primarily the redeployment scheme. 

The aim of redeployment, which was formally subscribed to in 

Other sources tend to corroborate this analysis: cf. Labor Turnover in the Cotton 
Spinning Industry (Manchester, Cotton Board, 1948) mimeo., p. 1. 

*In The Statement on Personal Incomes, Costs, and Prices, Cmd. 7321 (London, H.M. 
Stationery Office, 1948) the government exhorted arbitrators and other wage settlers to 
permit increases only for the purpose of attracting labor to essential industries, but no 


legal sanctions were provided if wage settlements did not conform to the government’s 
desire. 
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principle by the unions and employers of the industry, was to increase 
productivity by reducing the ratio of labor to equipment in the industry. 
Essentially, this involved the elimination of a certain amount of 
“featherbedding,” a step proposed in the depression of the 1930’s, but 
rejected then by the unions, when neither full employment nor a Labour 
government was extant to motivate union cooperation. 

The bulk of the value of product added as a result of redeployment 
was to go to the workers as increased earnings, and the balance to the 
firm, ostensibly as compensation for the cost of replacing machinery, 
and so on.’* While redeployment helped increase earnings, it did 
nothing to reduce unit labor cost which is the industry’s long-run 
international competitive problem.” The use of redeployment (and new 
investment) varied among firms. It is thus impossible to know how 
much of the industry’s wage changes resulted from these Came, as 
opposed to direct raises. 

Earnings data for the industry are presented in Table III, and 
compared to manpower data from Table I.** While absolute earnings 
in all industries rose, earnings in cotton rose at a faster rate than earn- 
ings in other industries. The relative earnings increase for men, from 
89 to 97 per cent of the noncotton average, is about 9 per cent; for 
women, the increase from 101.6 per cent to 110 per cent of the non- 
cotton average is 8.4 per cent. However, absolute earnings in the non- 
cotton industries were always better for men, while women working in 
cotton were always better paid than those in other industries, and 
increasingly so after mid-1947. 

How do relative manpower and earnings compare? Relative earnings 
for men stayed constant through mid-1947, while relative manpower 
first increased in the immediate postwar period, and then declined by 


* The intent and rationale of redeployment in cotton spinning is found in the Ministry 
of Labour, The Cotton Spinning Industry, Report of a Commission set up to Review 
Wage Arrangements and Methods of Organization of Work, and to Make Recommendations 
(London, H. M. Stationery Office, 1945). A similar report for the weaving section is the 
Ministry’s Cotton Manufacturing Commission Final Report. For details of wage arrange- 
ments see The Ministry of Labour Gazette, LIV, 274 for spinning and ibid., LVIII, 44 for 
those in weaving. 


” The government also attempted to stimulate investment in new equipment, to reduce 
unit labor cost, by a proffered 25 per cent subsidy. However, some analysts felt that the 
high cost of new equipment, even with subsidy, relative to product prices discouraged 
investment: cf. Ely Devons, “The Future of Prices and Costs in the Cotton Industry” 
(Manchester, The Cotton Board, 1949). The limited progress of the investment program is 
detailed in The Times Review of Industry (Feb., 1947) I, 55, and “Cotton Spinning 
Re-Equipment,” The Economist, CLVIII, 854. 

* Earnings, which admittedly differ from wages, are the significant data for labor alloca- 
tion analysis, since earnings include payment for piece rates, skill, hours and other factors. 
Ministry of Labour earnings data, the best available, are used in Table III, and conform 
to the time periods and industries for which manpower data in Table I were available. 
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Tas Le III.—MEAN OF EARNINGS IN SELECTED NONCOTTON INDUSTRIES COMPARED TO 
EARNINGS IN THE Cotton INDUSTRY FOR MEN AND WOMEN, 1945-49* 


Mean Earnings 
in Noncotton 
Industries 
(N) 
(average shillings 
per week to near- 


Earnings in 
Cotton 


Earnings in Cotton 
as Per Cent of 
Earnings in 
Noncotton 
(C/N X 100) 


Manpower in Cotton 
as Per Cent of 
Noncotton Total¢ 


est shilling) 


Male 
(1) 


68 
120 
123 
130 
135 
139 
142 
143 


Male 
(3) 


50 
107 
110 
117 
129 
128 
133 
139 


Female 


(4) 


31 
64 
68 
72 
81 
80 
84 
86 


Female 


(2) 


v 
746 
748 
. 748 
. 49 


. 749 


32 
63 
67 
71 
74 
74 
77 
78 


* Earnings for 1938 from E. Devons, op. cit., Table VI. Others based on data in Ministry 
of Labour Gazette as follows: 1945-LIV, 34-35; 1946-LV, 110-111; 1947-LVI, 120-21; April 
1948-LVI, 335-36; Oct. 1948-LVII, 86-87; April 1949-LVII, 302-3; Oct. 1949-LVIII, 82-83. 

> Average of the spinning and weaving sections of the industry. 

° From Table I, this paper. 


mid-1947, after the wartime Essential Works Order was lifted October, 
1946. Between mid-1947 and April 1948, relative earnings for men 
jumped appreciably, and except for a setback caused by increases in 
less essential industries later in 1948,** the upward relative trend con- 
tinued. It was in this period that sizeable relative gains of male labor 
accrued to cotton from other industries. 

For women, large relative increases in the number of workers in 
cotton resulted from a small absolute gain in cotton during 1946, while 
the total labor force lost women heavily. Thereafter, during the period 
of relative stability of the total female labor force, the inflow to cotton 
was heavy and continuous, as the earnings of women in cotton con- 
tinued to increase both absolutely and relatively. 

On the basis of this evidence, it is quite apparent that there was a 
strong covariation between the inflow of both male and female labor 


* The instability evident in the “wage freeze” resulted both from union leaders’ inability 
to maintain it in the face of workers’ demands, and from employers’ pressure to raise 
wages. Because wages were below the value of marginal product, demand for labor was 
intense, and profits were below their maximum level. To the degree it was successful, the 
wage freeze not only froze the maldistribution of labor, but also ironically resulted in 
labor exploitation similar to that attributable to monopsony in the labor market. Cf. Joan 
Robinson, The Economics of Imperfect Competition (London, 1948), pp. 296-98. 


. 
| 
Period 
| 
| 
= (5) (6) (7) (8) 
aS, Oc 73.5 96.9 
Jul 89.2 101.6 
Oct 89.4 101.5 
Oct 90.0 101.4 
Ap | 95.6 109.5 
Ap 93.7 109.1 
97.2 110.3 
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into the industry and relative earnings of cotton compared to other 
industries. 

If this covariation is measured statistically, the following results 
obtain: for men, correlating columns 5 and 7, r = .80; for women 
(columns 6 and 8) r = .89. Both correlations are of some significance 
but obviously not too much reliance may be placed on correlations, even 
of this magnitude, in view of the small size of the sample. The cor- 
relations, in the writer’s opinion, simply serve to support what is evi- 
dent from the basic trends of the data. These in turn substantiate the 
“hunch” of informed observers that earnings were in fact the motivat- 
ing factor in manpower movements. 

It is not contended that relative earnings alone accounted for the 
visible improvements in manpower of the cotton industry. Clearly, a 
number of nonearnings factors were also at work. For example, part of 
the phenomenal increase in the labor supply of women is accounted 
for by immigration, by a movement toward the prewar distribution of 
the labor supply as women moved out of industries which traditionally 
employed men or out of the labor market entirely, and by improve- 
ments in working conditions.** 

With respect to men, nonearnings factors were also at work. The 
Control of Engagments Order probably had some effect in reducing 
turnover in its initial phase. On the other hand, public opinion surveys 
indicate that many men were reluctant to enter the industry because 
of fear of future unemployment when foreign (7.e., Japanese) textiles 
re-entered world markets. It can be argued that higher relative earnings 
in cotton could have overcome this disutility, if it is assumed that 
short-run earnings prospects are weighted more heavily than such 
longer-term considerations as job security. 

It is significant that the evidence for juveniles, who were exempt 
from any direct control, indicates much the same pattern. Large 
numbers of girls entered the cotton, industry where relative earnings 
exceeded most alternative possibilities. Despite near-parity of earnings, 
boys did not go into cotton to any significant extent, since long-term 
career choice militated against an insecure industry.** 


III. Conclusion 


It has been the purpose of this paper to examine empirically the 
determinants of manpower allocation in Britain during the period of 


* The Cotton Board estimates that the industry spent over ten million pounds for the 
improvement of amenities, lighting, etc. Nevertheless, there remained those who compared 
the cotton mills to Blake’s “dark satanic mills.” 

* Cf. E. Devons, op. cit., Table V, and A. P. Wadsworth, “The Labour Shortage,” The 
Cotion Industry in a Changing World (Manchester, The Cotton Board, 1949) pp. 70-72. 
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Labour planning, from 1945-49. Using the cotton textile industry for 
close study, it was found that the available data support the hypothesis 
that relative wage improvements were the primary factor accounting 
for the recruitment of manpower. However, some of the observed 
improvement in manpower in the cotton industry is also accounted for 
by such external factors as immigration, and a return to something 
resembling the prewar distribution of the female labor force. 

The evidence with respect to the alternate allocative devices, exhorta- 
tion and compulsion, not only indicates failure to use these devices 
effectively, but also that in a democratic society under peacetime 
conditions it is virtually impossible to rely on these devices for socio- 
political reasons. It would have indeed been a revolution in mores had 
these alternative incentives to work been accepted quickly by a people 
with so long a history of freedom. 

The hypothesis that relative wages were the primary manpower 
allocative mechanism suggests that in the event of future manpower 
planning under peacetime, full employment conditions, some central 
wages policy will be necessary in the United Kingdom. This statement 
assumes that the noneconomic factors bearing on occupational choice 
in the cotton industry are representative of those in the bulk of British 
industries. The argument that wage differentials had less marked effects 
on recruitment in the coal industry is probably correct; however, the 
disutility of work in the coal industry is so abnormal that coal mining 
constitutes a special, nonrepresentative case for purposes of national 
economic policy. 

The problems inherent in a wages policy are numerous, but the 
principal problem seems to be the political relationship between trade 
unions and economic planners.”° 

*For a discussion of power relationships between trade unions and political parties, 


cf. this author, “Trade Unions, Freedom, and Economic Planning,” Proceedings, Industrial 
Relations Research Association (1950), III, 338-51. 
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THE ECONOMIC EFFECTS OF THE FRENCH 
MINIMUM WAGE LAW 


By Harry C, EAstMAN* 


Recent French experience throws some light on the effects of a 
minimum wage law. The classical economic tenets lead us to suppose 
that a minimum wage fixed at a level higher than that of the lowest 
paid workers will cause unemployment.’ Optimists believe that a 
minimum wage law will offset the monopsonistic power of buyers of 
labor and that, in this or more mysterious ways, higher wages will 
come out of profits. The common view in France is that a rise in the 
minimum wage will provoke a proportional rise in prices and not in 
real wages. Causal connections cannot be found in statistics, but it is 
manifest that in France from 1950 to 1952 movements in the minimum 
wage and in prices have been closely related. The minimum wage was 
established, and its level subsequently raised, only in a period of 
vigorous economic expansion during which increases in military ex- 
penditures and in private investment would have caused increases in 
output, money supply, and prices even in the absence of an inflationary 
wage policy. Hence, conclusions cannot be drawn from this experience 
about the influence of a rise in the minimum wage under stable eco- 
nomic conditions.* 

In Februray 1950 wages in France were freed after eleven years of 
government control. At the same time, provision was made for a 
salaire minimum national inter professionel garanti to protect the lowest 
paid workers from a socially unacceptable standard of living. On 
August 23, 1950, the government set this minimum wage.’ On the 

* The author is lecturer in the department of political economy at the University of 
Toronto. 

'G. J. Stigler, “The Economics of Minimum Wage Legislation,” Am. Econ. Rev., June 
1946, XXXVL, 358-65. 

*For a discussion of the effect of a general increase in wages under different economic 
conditions see M. Kalecki, “The Lesson of the Blum Experiment,” Econ. Jour., March 
1938, XLVIII, 26-41. The government of the Front Populaire followed a policy of increas- 
ing the hourly money wages of all grades of labor despite substantial unemployment. From 
April 1936 to April 1937, money wages increased by 61 per cent. At the same time foreign 
raw material prices increased by 63 per cent because of devaluation and the rise in world 


prices. The wholesale prices of finished and semifinished products in France rose equally 
with wages. In this period the rate of interest was stable. 


* Décret du 23 aoiit 1950 (Journal officiel, 24 aot 1950). 
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assumption that an individual’s real income is closely connected to the 
hourly wage he receives, the decree fixed a minimum hourly wage for 
each of the twelve geographical zones that had existed under the 
previous system of wage control. These ranged from 78 francs an hour 
in the Parisian zone to 64 francs an hour in the lowest wage zone, the 
maximum differential being 18 per cent, and applied alike to workers 
of both sexes and of all industries. Lower wages could be paid to young 
or handicapped workers. 

In order to protect its real value, the minimum wage was increased 
on March 24, 1951, to 87 francs an hour in Paris* and on September 8, 
1951, to 100 francs.° The latter increase not only maintained but also 
increased the real value of the minimum wage, at least temporarily, for 
it made allowance for an expected future rise in prices. In the middle 
of 1952, the minimum wage was tied to the cost of living index.® Since 
that date the cost of living has not risen sufficiently to cause a rise in 
the minimum wage.’ 

Only a very rough estimate can be made of the number of workers 
whose wages had to be increased to conform to the minimum established 
in August 1950.*° On July 1, 1950, perhaps 30 per cent of the labor 
force received wages lower than the minima that were established in 


the several zones by the decree of August 23. The immediate applica- 
tion of these minima would have swollen the wage bill by approximately 
1% per cent. After July 1 prices began to rise, so that at the time of 
the application of the minimum wage the level of wages undoubtedly 
exceeded that of the earlier date. Nevertheless, the minimum wage 


* Décret du 24 mars 1951 (Journal officiel, 25 mars 1951). 

* Décret du 8 septembre 1951 (Journal officiel, 10 septembre 1951). 

* Loi du 18 juillet 1952 (Journal officiel, 19 juillet 1952). 

* This was written in September 1953. 

* The trimestrial survey of the Ministére du Travail et de la Sécurité Sociale, the Enquéte 
sur l’activité économique et les conditions d’emploi de la main-d’oeuvre, provides data on 
wages for five grades of labor of each sex by industry on the basis of five geographical 
zones. It also provides statistics on employment by industry for the whole country. It is 
based on reports from 26,000 establishments employing more than 10 workers and ac- 
counting for 58 per cent of the workers in the industries covered. The distribution of the 
labor force by industry and by skill for the whole country, drawn from the census of 
1946, is available in La revue francaise du travail, 4° année, janvier-février 1949, p. 104, 
as are data on the distribution of workers by skill and zone. But an accurate estimate of 
the number of workers receiving wages below a certain level cannot be made in the absence 
of information on employment by industry and by zone. There is the further difficulty 
that the wage data for each industry are averages and are presented as if there were but 
five zones. The Groupe des Industries Métallurgiques, Mécaniques, et Connexes de la Région 
Parisienne, a trade association, issues monthly and trimestrial statistics on wages by skill 
in this industry for the Parisian region which are published in the Bulletin mensuel de 
statistique of the Institut National de la Statistique et des Etudes Economiques. A thorough 
discussion of French statistics on labor is to be found in La revue francaise du travail, 
6° année, juillet-septembre 1951, pp. 405-436. 


hy 
Pal 
Cj 
ae 
> 
ah d 
is 
i 
by 
ri 
an 
? 
. 
ae 
us 
y 
ne 
: 


EASTMAN: FRENCH MINIMUM WAGE LAW 371 


affected directly the wages of the less skilled workers. This can be seen 
in the substantial contraction in occupational wage differentials be- 
tween July 1 and October 1, 1950, shown in Figure 1.’ In the Parisian 
zone the wage of a highly skilled worker was 68 per cent higher than 
that of a common laborer in July; it was only 59 per cent higher in 
October. 


CHANGES IN OCCUPATIONAL AND GEOGRAPHICAL 
WAGE DIFFERENTIALS OF MALE WORKERS 
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FicurE 1 


Women, whose wages are normally lower than men’s,”® were even 
more affected by the minimum wage. In Paris on July 1, the only men 
who received wages of less than 78 francs were common laborers in a 
few industries, whereas amongst women the average wage of common 
laborers in all industries, of specialized laborers in most industries, and 
of semiskilled workers in a few industries was below this level.”’ Table I 


°The expansion in occupational and geographic wage differentials between January 1 
and April 1, 1950, is probably more apparent than real. Wages were still controlled in 
January, but workers received their market price by the payment of premia and bonuses. 
With the ending of the controls, these payments were incorporated in the basic wage. 

* The principle of equal pay for equal work is embodied in the arrété du 30 juillet 1946 
(Journal officiel, 3 aout 1946), but women’s occupations are in general more poorly paid 
than men’s. 

™ The five categories of labor for which wage statistics are available are: manoeuvre 
ordinaire, manoeuvre specialisé, ouvrier specialisé, ouvrier qualifié, and ouvrier hautement 
qualifié. We translate these terms as: common laborer, specialized laborer, semiskilled 
worker, skilled worker, and highly skilled worker. 
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TABLE I.—D.rFERENTIAL BETWEEN MALE AND FEMALE HourLy WAGES 
January 1, 1950 ro January 1, 1953 


(Differential expressed as a percentage of male wages) 


Date Common Labor in Paris All Workers 


January 1950 
April 1950 
July 1950 
October 1950 


tn Ge 
wono 


January 1951 
April 1951 
July 1951 
October 1951 


com © 


January 1952 
April 1952 
July 1952 
October 1952 


w 


~ 


January 1953 


Source: Ministére du Travail et de la Sécurité Sociale, Enquéte sur V’activité économique et les 
conditions d’emploi de la main-d’ oeuvre. 


shows that the differential between male and female wages narrowed 
when the minimum wage was set and each time it was raised. 

The government followed a policy of reducing the differential be- 
tween wages in Paris and in the provinces. In July 1950 the average 
wage of common laborers in the lowest zone was 24 per cent less than 
in the Parisian zone, whereas the minimum wage set in the lowest 
zone was only 18 per cent below that of Paris. Thus the minimum wage 
narrowed the differential between the wages of unskilled labor in Paris 
and in the provinces. Occupational wage differentials contracted more 
in the provinces than in Paris. 

Immediately following the introduction of the minimum wage law 
the wages of skilled workers rose, though proportionately less than 
those of unskilled workers. The rise in the wages of skilled workers was 
stimulated by the general rise in prices and in industrial activity that 
began in the second half of 1950 after a year and a half of fairly stable 
production and prices. It was also provoked by the necessity of prevent- 
ing the abolition of certain occupational wage differentials and the 
undue compression of others. That this mechanism must have operated 
is suggested by the narrowing of geographical wage differentials for 
skilled workers as well as for common laborers. 

The legally enforced increase in all wages below the minimum did 
not give rise to unemployment. On the contrary, employment of all 
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grades of labor continued to rise, but so did prices and wages. By 
January 1, 1951 the compression of geographical wage differentials was 
no longer evident amongst male workers and was rapidly disappearing 
amongst female workers. Occupational wage differentials, though not 
restored to the position of July 1950, were expanding. Inflation was 
obliterating the effects of the minimum wage. 

The index of consumer prices in Paris rose by 12 per cent between 
August 1950, when the minimum wage was announced, and March 
1951, when the minimum wage was raised by the same percentage. The 
number of wages below this new higher minimum was considerably 
smaller than the number that had been below the original minimum. 
This increase in the minimum wage had no noticeable effect on occupa- 
tional wage differentials amongst female workers, and amongst male 
workers occupational differentials actually continued to increase.** Nor 
did the increase in the minimum wage appear to affect geographical 
wage differentials.’* 

On March 24, 1951 the differential between the minimum wage 
applicable in the lowest wage zones and in Paris was reduced to 15 
per cent,’* and on June 13, 1951 a reduction of 25 per cent was made in 
the differentials of all zones as they had existed before March.** The 
differential in average wages between the two lowest zones and Paris 
was noticeably reduced between January and July, for the wages of 
common labor were not above the minima in the lowest wage zones and 
the wages of skilled workers rose with those of the unskilled. The wages 
of female labor in the higher wage zones were also affected by the 
change in the minimum wage, but male wages in these zones were 
sufficiently above the minimum to be unaffected. 

From March to September 1951 retail prices increased more slowly 
than at the beginning of the year, but by September the index of con- 
sumer prices in Paris had nevertheless risen by 714 per cent. In the 
same month the minimum wage was raised by 15 per cent. The number 
of workers having wages lower than the new minimum at the time of 
its application was at least as great as in August 1950. 


© The rise in the minimum wage may not be fully reflected in the data for April 1, 1951 
despite the fact that it became applicable on that date, for it was announced only a few 
days before (March 24, 1951). Perhaps the slight narrowing in occupational differentials 
amongst male workers between April 1 and July 1 was caused by the March rise. 

*Tt is impossible to follow the movements of geographical wage differentials from 
January to June 1951 because of the temporary merging of the two lowest wage zones 
from March 24 to June 13, 1951. I attribute the contraction in the geographical differential 
between these two zones and Paris from January 1 to July 1 to the reduction in the legal 
differential between zones and not to the rise in the minimum wage. 


™ Décret du 24 mars 1951 (Journal officiel, 25 mars 1951). 
* Décret du 13 juin 1951 (Journal officiel, 14 juin 1951). 
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The trimestrial survey of wages revealed that between July 1 and 
October 1, 1951, the contraction in geographical wage differentials was 
as large as in 1950 at the time of the fixing of the first minimum wage. 
But occupational wage differentials amongst female workers remained 
stable and amongst male workers they actually expanded in the case of 
more than half the grades of labor in the five zones. The increase in 
the minimum wage was interpreted as the signal for a general wage 
increase. Employers applied to all their workers the same percentage 
increase in wages as they gave their unskilled laborers, but, quite 
naturally, they did not take into consideration the increase in the wages 
of unskilled workers in other zones. Since the minimum wage affected 
proportionately more workers in the lower than in the higher wage 
zones, it forced a larger ultimate increase in the former zones and a 
contraction of the geographical differential. 


INDICES OF HOURLY WAGES IN THE METAL WORKING 
INDUSTRY AND OF CONSUMER AND WHOLESALE PRICES 
x 
1949 100) 

January 1980 TO OECEmBER 1952 


‘70 


WHOLESALE PRICES) 


0 ees 6 MONTH 


Ficure 2 


The wholesale price index for domestic products, which had declined 
since May 1951, rose from 130 in August to 148 in November 1951 
(1949 = 100; see Figure 2). By the end of 1951, prices had risen so 
rapidly that only in the two lowest zones were wages still affected by 
the minimum, and geographical wage differentials had returned to the 
position of July 1, 1951. The price level ceased to rise early in 1952 
and remained roughly stable thereafter. Occupational and geographical 
wage differentials gradually widened toward the position in which they 
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had been before the introduction of the minimum wage. 

The minimum wage law does not appear to have affected the forces 
that distribute the national income between the several factors of pro- 
duction. Real income from wages rose following the introduction of the 
minimum wage, but this rise was a concomitant of a rise in the gross 
national product, in real terms, from 100 in 1949 to 102 in 1950, 109 
in 1951, and 112 in 1952. The compensation of employees, including 
employers’ contributions to social insurance as well as wages and 
salaries, remained a constant percentage of the gross national product.”® 

In temporarily affecting the structure of wages and their real value, 
the minimum wage law intensified the upward movement of prices and 
money wages. A distinction must be made between the establishment 
of the minimum wage in August 1950 and the increases in the minimum 
wage in March and September 1951. In the first case, the wages of 
unskilled workers increased sharply, while prices and the wages of 
skilled workers took no such jump, but increased more gradually. In 
the others, all wages and prices sprang up together (see Figure 2). 

In the summer of 1950 industrial production was only beginning to 
rise after the outbreak of the Korean war. There was considerable 
unused capacity and little upward pressure on wages. The decree of 
August 1950 establishing the minimum wage stated that it was not to 
be a signal for a general wage increase, and Frenchmen did not expect 
such an increase. The wages of skilled workers increased steadily with 
the general inflation over the next few months until the contraction of 
occupational wage differentials, caused by the abrupt rise in the wages 
of unskilled workers, had in large part disappeared. 

After the March 1951 increase in the minimum wage, occupational 
wage differentials did not contract, for all wages rose together. Nor 
did geographical wage differentials appear to change appreciably (see 
footnote 13). The monthly wage statistics of the metal-working industry 
in Paris show an abrupt increase in the wages of both unskilled and 
skilled workers. The intention of the draftsmen of the law had been to 
guarantee workers a certain minimum real income, while leaving the 
general pattern of wages to be freely determined by collective bargain- 
ing. In practice, employers were reluctant to grant wage increases while 
the minimum wage was stable for fear of being obliged to give further 
increases should the minimum wage rise. Thus the minimum wage 
legislation became the primary determinant of the timing of wage 
increases. 

In September 1951 when the minimum wage was increased by 15 
** The percentage was 43.5 in 1949, 43.9 in 1950, 43.4 in 1951, and 44.6 in 1952. Mutual 


Security Agency, Special Mission to France for Economic Co-operation, France Data Book, 
1953 Base Book, p. 3. 
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per cent, wholesale prices and wages sprang up sharply. The difference 
between the effects of the minimum wage of August 1950 and of Sep- 
tember 1951 was, in part, the result of changed economic conditions. 
The index of industrial production had increased steadily from 125 in 
September 1950 to 137 in September 1951 and it was to rise to 147 in 
November 1951 (1938 = 100). By September 1951 unemployment was 
at an unprecedently low level. A change in the minimum wage was now 
interpreted as a sign of official sponsorship of a general wage increase, 
and the wages of all workers were increased in approximately the same 
proportion as the minimum wage. The rise in wages affected all firms 
at the same time, thus facilitating the increase in prices each wished to 
make to cover increased costs. Buyers did not resist price increases, for 
recent experience had made them anticipate further price rises and they 
bought goods to safeguard the real value of their assets. Thus, the 
minimum wage, fixed in terms of money, became in effect a numéraire 
placing a lower limit on other prices. 

It was possible to raise all prices without provoking a fall in output 
and employment because the velocity of money rose as did the volume 
of credit. The most effective regulation of credit in this period was 
exercised through ceilings on the rediscounts of banks, but commercial 
paper was exempted from the ceilings and credit expanded by this 
means.’’ Beginning in October 1951, commercial paper was subjected to 
direct control. The rate of interest on the rediscounts of the Bank of 
France was raised from 2% per cent to 4 per cent in October and 
November. The price increases lost their impetus in November. 

In sum, the minimum wage legislation in France did not influence 
the real wages of workers. Its prinicipal effect was to worsen the 
economic position of groups with fixed incomes. 


"J. S. G. Wilson, “France’s Experiment in Credit Control,’ The Banker, January 1952, 
XCVIII, 43-48. 
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COMMUNICATIONS 


A Note on the Use of the Box Diagram in International Trade Theory 


The simple classical model of two countries trading two commodities has 
often been illustrated diagrammatically by a device which might be called 
the box diagram. The use of this diagram has been justified by the analogy 
between the classical model of trade between two countries and barter between 
two individuals. There are limits to this analogy which render ambiguous the 
application of the barter diagram to the two-country, two-commodity analysis. 
An important limitation lies in the difficulty of defining unique sets of com- 
munity consumption indifference curves for the two countries. Other limita- 
tions are posed by the question of how meaningful is an analysis in terms of 
two countries acting as individuals when, in fact, the trading world it seeks 
to analyze is made up of many individuals in many countries trading many 
commodities. Disregarding these quite fundamental limitations, the following 
discussion seeks to show that the box diagram is not appropriate for use in 
international trade theory because of constructional limitations which are 
usually ignored. 


Usual Construction of the Box Diagram 


If not explicitly shown, the following step-by-step construction of the box 
diagram is at least implied in the usual analysis employing this technique.' 
Figure 1 shows two countries, I and II, in equilibrium in the absence of trade 
under given relative cost and demand conditions for commodities X and Y. 
In both countries constant costs prevail and the production possibilities are 
defined by the line AB for country I and A’B’ for country II. Country I is 
in equilibrium at P, where the production possibilities line is tangent to a 
consumption indifference curve. This denotes the highest level of welfare 
that country I can attain in isolation, and at P country I produces and 
consumes OX, and OY,. Similarly, prior to the opening of trade country II 
is in equilibrium at point P’ where OX’, and CY’, are produced and con- 
sumed. 


* One of the few step-by-step constructions of the box diagram as applied to international 
trade theory is presented by Donald B. Marsh, World Trade and Investment (New York, 
1951), pp. 275-85. In “A Reconsideration of the Theory of Tariffs,” (Rev. Econ. Stud., 
Summer 1942, IX, 89-110) reprinted in Readings in the Theory of International Trade 
(Philadelphia, 1949), pp. 358-89, Tibor Scitovsky refers the reader to A. L. Bowley, 
Mathematical Groundwork for Economics (Oxford, 1924), pp. 5-9, for “the best description 
of such a diagram” (p. 380 n). Marsh’s and Bowley’s constructions are essentially the 
same. Marshall’s international trade diagrams in “Pure Theory of Foreign Exchange,” 
circulated privately in 1879 and later published as The Pure Theory of Foreign Trade 
(London, 1930), and in Appendix J of Money, Credit and Commerce (London, 1923), 
pp. 330-60, and Edgeworth’s in “The Theory of International Values,” Econ. Jour., Mar., 
Sept., Dec., 1894, IV, 35-50, 424-43, 606-38, were applications of the barter diagram, but 
it will be shown presently that these constructions were not as literal applications of the 
barter diagram as more recent constructions have been. 
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To demonstrate what happens when trade is opened between two countries, 
the two sets of axes are moved together so that P and P’ coincide at O;, as in 
Figure 2. The two sets of axes form a box, CO’ DO, whose west-east dimension, 
CO or O’D, is equal to the quantity of commodity X produced by both 
countries (CO = O’X’, + OX,) and whose north-south dimension, O’C or 
DO, denotes the total quantity of Y produced by the two countries (O’C = 


x' 


COUNTRY IT 


COUNTRY I 


Ficure 1 


O’Y’, + OY,). The point O;, where P and P’ coincide, indicates the initial 
distribution of the two commodities between countries I and II. This point, 
O;, becomes the new origin for a set of axes, O;X and O;Y, along which can 
be measured the amounts of X and Y that are exchanged by the two coun- 
tries. 

By the principle of comparative costs the area within which trade may 
take place lies between O,B and O,B’. But, since neither country would enter 
into trade that would lower its welfare below that attained in isolation, the 
relevant area is more narrowly defined as that lying between consumption 
indifference curves i; and i’;. The point of equilibrium trade is, of course, 
determined by the intersection of the offer curves of the two countries. The 
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offer curves, O;J and O;//, are defined as the points of tangency between the 
respective countries’ consumption indifference curves and straight lines orig- 
inating at O; and representing various ratios of exchange between X and Y. 
The point of intersection, T, of O;/ and O;// lies on the contract curve formed 
by the points of tangency between country I’s and country II’s consumption 
indifference curves. At point T the ratio of exchange between X and Y is 
the same for both countries. According to Figure 2, country I produces OX, 
and OY, and exports X,X, in exchange for Y,Y2 so as to consume OX, and 
OY,. Country II, producing O’X’, and O’Y’;, exports Y’,Y’, in exchange 
for X’,X’, in order to consume O’X’, and O’Y’,. With the equilibrium ratio 
of exchange as given by O;T the value of imports equals the value of exports. 


Inaccurate Representation of Classical International Trade Model 


Since, as depicted in Figure 2, the offer curves have been derived by 
rotating exchange lines around point O;, they define points of possible 
equilibria under the rather limited condition that each country continues to 


Ficure 2 


produce X and Y in the same quantities after trade as before trade. Both 
offer curves ignore the fact that a shift in the production of X and Y will 
take place after trade is opened. 

The derivation of the offer curves in Figure 2 differs from the derivation 
of offer curves in the Leontief-type diagram. Under the assumption of constant 
costs in the Leontief-type diagram, the offer curve for each country originates 
from the point where the production possibilities curve joins the axis repre- 
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senting that commodity in which the country has the comparative advantage.” 
In Figure 2 this point would be A on the X-axis for country I and A’ on the 
Y’-axis for country II. To be consistent with the principle of maximization, 
the offer curves must be drawn as in the Leontief-type diagram, for only 
then do they denote points of equilibria at which productive resources as well 
as exchange opportunities have been exploited to the fullest extent. 

It is apparent, however, that Figure 2 cannot be made meaningful by 
drawing the offer curves in such a way that they originate at A and A’. If the 
curves originated at these points, the intersection of the offer curves would 
be devoid of its usual significance. The exchange lines, by means of which 
the offer curves are derived, would not originate from the same point, and 
the intersection of the offer curves at T would not define a ratio of exchange 
between X and Y that would be the same for both countries. The equilibrium 
condition that the terms of trade be the same for both countries would not 
be satisfied. Further, the point of intersection would not lie on the contract 
curve. Since the exchange lines which are tangent to the respective consump- 
tion indifference curves at the point of intersection of the offer curves would 
differ in slope, the consumption indifference curves would not share a common 
tangent and therefore would not be tangent to one another at this point. 

The conclusion that each country continues to produce after the opening 
of trade as it did before is certainly alien to the classical model. Under the 
assumption of constant costs the well-known conclusion of the classical model 


is that when trade is opened each country shifts its productive resources so 
as to specialize in the product in which it holds the comparative advantage. 
The box diagram in Figure 2 does not and can not show this shift in 
production. 


More Meaningful Construction of the Diagram 


The box diagram can be constructed so that it more meaningfully portrays 
the classical model. This is shown in Figure 3. The origin of the box is 
determined by the coincidence of country I’s point of specialized production 
of X (point A) with country II’s point of specialized production of Y (point 


? Wassily W. Leontief, “The Use of Indifference Curves in the Analysis of Foreign 
Trade,” (Quart. Jour. Econ., May 1933, XLVII, 493-503) reprinted in Readings in the 
Theory of International Trade, pp. 229-38. Marsh, op. cit., pp. 277-79. When using the 
Leontief-type diagram, Marsh rotates the exchange lines around the point of intersection 
of the production possibilities curve and the appropriate axis, but when using the box 
diagram, it is clear that he rotates the exchange lines around such a point as O; in Figure 2. 


* The error in Figure 2 lies, of course, in the too literal application of the barter diagram 
to the classical international trade model. It is clear that Marshall’s offer curves were 
drawn on the assumption that each country was specializing, for in his “Note on Mill's 
Treatment of an Exceptional Case” in The Pure Theory of Foreign Trade, pp. 15-16, he 
drew a diagram (Figure 6 in that work) in which he indicated that the point of isolated 
production would be somewhere up the offer curve from the origin. The origin could not 
be, therefore, the point of isolated production as in Figure 2. An error in Edgeworth’s 
diagrams in “The Theory of International Values,” op. cit., pp. 425, 623, resulted in 
misinterpretation, for these diagrams resemble that part of Figure 2 contained in quadrant 
YO,.X, yet are constructed on a different principle. See Jacob Viner, Studies in the Theory 
of International Trade (New York, 1937), pp. 547, 547n. 
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A’). The offer curves originate from these points of specialization, and pass 
through the points of isolated production. The O,P and O,P’ parts of the 
offer curves are not relevant for the trade-equilibrium solution, because neither 
country would specialize and then exchange its product so as to be worse 
off than if it produced both products in isolation. 

Whereas Figure 2 shows only the gain from trade that comes from ex- 
ploitation of exchange possibilities, Figure 3 also shows the gain achieved 
through specialization. The east-west length of the box in Figure 2 is equal 
to OX, plus O’X’,. It is apparent from Figure 3 that OX, plus O’X’, is less 
than OO, or O’F, the total quantity of X produced by country I when 
specializing. Similarly, the quantity of Y which country II can produce when 
specializing is greater than the total quantity of Y produced by both coun- 
tries in isolation. This is clearly shown in Figure 3 where OY, plus O’Y’, is 
less than O’O, or FO. 
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Ficure 3 


Further illustrating the greater gain through specialization and trade, the 
contract curve in Figure 3 depicts points of equilibria where the combined 
welfare of the two countries is greater than in Figure 2. In Figure 2 consump- 
tion indifference curves iz and i’, are tangent at the point of intersection of 
the offer curves. Since the origins are further apart in Figure 3, these same 
two consumption indifference curves must be further apart and therefore 
cannot be tangent. As depicted in Figure 3, consumption indifference curve 
i, is now tangent to #’,, showing that country II is better off at this point 
while country I is just as well off as in Figure 2. Similarly, i’, is tangent to 
i, indicating the point on the contract curve where country II is on the same 
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consumption indifference curve in Figure 3 as in Figure 2, but at which point 
in Figure 3 country I is on a higher consumption indifference curve than in 
Figure 2. In Figure 3 the offer curves intersect in the area between the 
tangencies of i, with #’,, and i’, with i,; so that at this point both countries 
are better off than in Figure 2. 


Constructional Limitations of Box Diagram Analysis 


When drawn as in Figure 3 the box diagram strikingly illustrates the 
classical conclusion that total welfare is enhanced by unimpeded interna- 
tional trade and specialization. The diagram also shows that in the absence 
of retaliation one nation can improve its welfare at the expense of the other. 
If, by means of a tariff, country I alters its offer curve, O,/, in Figure 3 so 
as to intersect O,/] somewhere between L and S, e.g., M, country I attains 
a higher level of welfare than under free trade, for M must lie on a higher 
consumption indifference curve than i;, which passes through the equilibrium 
free-trade point, S.* 

The use of the box diagram in this argument implies that the imposition 
of a tariff does not alter the pattern of production in either country, i.e., 
that each country continues to specialize. Were the imposition of the tariff 
to alter the foreign and domestic exchange ratios for X and Y so as to induce 
either or both countries to cease specializing, Figure 3 would cease to be 
meaningful. As demonstrated in the above comparison of Figures 2 and 3, 
the quantities of X and Y produced by the two countries determine the 
dimensions of the box and any change in these quantities alters the dimensions 
of the box and the positions of the offer curves and contract curve. 

Under the assumption of constant costs it is not unreasonable to conclude 
that the imposition of a tariff would not easily alter the pattern of production.® 
In Figure 3 the terms of trade could vary between O,B and O,B’ without 
either country finding it advantageous to cease specializing. If, however, in- 
creasing costs are assumed to prevail, every change in the terms of trade 
results in a changed pattern of production,® and for each pattern of produc- 
tion the box diagram has different dimensions. Furthermore, with increasing 
costs the offer curves cannot be defined within the framework of the box, 
for with each change in the exchange ratio the initial distribution of X and Y 
between countries I and II alters, and the origin of the curves shifts. 

The box-diagram exposition is valid only under the classical assumptions 
that constant costs prevail and that each country specializes as if in free-trade 


‘This argument has been set forth diagrammatically by Nicholas Kaldor, “A Note on 
Tariffs and the Terms of Trade,” Economica (Nov. 1940), VII, 377-80 and Scitovsky, 
op. cit., pp. 372-77, and is summarized here only for the purpose of introducing into the 
argument qualifications that are inherent in the box diagram. 

* Kaldor, op. cit., and Scitovsky, op. cit., state no assumptions about the nature of costs 
underlying their diagrams. 

“Increasing costs are represented by production curves concave toward the origin. 
Exchange lines representing various ratios of exchange between X and Y do not touch the 
production curve all at one point as in the case with constant costs, but rather are tangent 
at different points throughout the range of the curve; each point of tangency defines a 
different composition of output of ¥ and Y. See Leontief, op. cit., pp. 231-36. 
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equilibrium. Even when correctly constructed the box diagram has limited 
applicability to problems in international trade theory. 


Meade’s Diagrammatical Analysis 


In his Geometry of International Trade’ J. E. Meade has recently presented 
a geometrical technique which makes possible a more complete analysis of 
the two-country, two-commodity model than was possible with the box 
diagram.® A brief summary of Meade’s technique will illustrate its advantages 
over the box diagram. 

In the second quadrant (X’OY) of Figure 4 country I’s relative preferences 
and production possibilities for X and Y are represented respectively by 
consumption indifference curves, i, iz, etc., and the production block OAP,B. 
Curve AB is concave to the origin because increasing costs are assumed. 
Visualize the production block OAP,B as being moved along consumption 
indifference curve 7, so that some point on AB is always tangent to i, and 
the sides OA and OB are always parallel to the X and Y axes respectively. 
The point of tangency of the production block with the consumption in- 
difference curve moves from P, toward A as the block is shifted northeast, 
and from P, toward B as the block is shifted southwest along i,. The origin 
of the production block, O, traces out a locus of points which Meade calls 
a trade indifference curve, dencted ft, in Figure 4. Next, place the production 
block so that it is tangent to the next higher consumption indifference curve 
and trace out the next higher trade indifference curve. In this manner a 
family of trade indifference curves can be traced out for country I. After 
such a family has been constructed, country I’s offer curve is defined by the 
points of tangency between country I’s trade indifference curves and exchange 
lines rotated around the origin, O. Country I’s offer curve is shown in Figure 
4 by the line O/. Similarly, an offer curve, O//, is derived for country II. 
To avoid clutter Figure 4 shows only one trade and one consumption in- 
difference curve for country II, whose relative preferences and cost relation- 
ships for X and Y are assumed to be depicted in the third quadrant (Y’OX). 

The intersection of OJ and OJ] at T denotes the point of free-trade 
equilibrium. To determine what country I’s production and consumption are 
at this point, the production possibilities block is placed so that its origin 
coincides with point 7. Because of the way in which the trade indifference 
curves have been constructed, the production block is tangent to consumption 
indifference curve i., corresponding to f., the trade indifference curve passing 
through T. At the point of tangency, ?,, the slopes of the consumption in- 
difference curve and the production block are the same as the slope of f- 
at T.° Therefore, at point P,; consumption and production are adjusted 
to the exchange ratio OT. Country I consumes OH of X and OJ of Y, but 
produces TE of X and TG of Y. Country I has, therefore, a surplus 


* (London, 1952). 
°In his rather extensive exposition of this new tool, however, Meade did not criticize 
previous forms of diagrammatical representation nor indicate in what way his technique 
is an improvement. 

* Meade, of. cit., pp. 13-14. 
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of X equal to 7¥ and a deficiency of Y in the amount of OF. When favored 
with an exchange ratio such as OT country II adjusts to consume ON of X 
and OK of Y but to produce TL of X and TM of Y. Country II’s deficiency 
of X, OS, equals country I’s surplus, TF; country II’s surplus of Y, TS, 
equals country I’s deficiency, OF. These quantities are exchanged at the 
ratio depicted by OT so that the value of exports equals the value of imports. 

A comparison of country I’s output before and after trade shows that 
Meade’s technique takes into account the adjustment of production to various 
exchange ratios. At the exchange ratio equal to the slope of AB at P,, country 
I finds its optimum production to be OC of X and OD of Y. At the exchange 


Y 


COUNTRY I 


COUNTAY Z 


Ficure 4 


ratio equal to the slope of the production block at P; (= slope of OT) opti- 
mum output has changed to TE of X and TG of Y. In the box diagram the 
offer curves were defined by tangencies of exchange lines with consumption 
indifference curves and showed only various consumption equilibria attain- 
able with a given output. In the Meade diagram each point on an offer curve 
represents a different composition not only of consumption but of output, for 
the offer curves are defined by tangencies of exchange lines with trade in- 
difference curves, which depict equally advantageous arrangements of con- 
sumption and production.’® 


*It is clear that Edgeworth, in “The Theory of International Values,” op. cit., was 
using such a concept as the trade indifference curve, for he defined the indifference curve 
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Using this technique Meade correctly demonstrates equilibrium solutions 
for the two-country, two-commodity model under the assumptions of constant, 
increasing and decreasing costs with or without zero trade balance and with 
free trade or with various restrictive commercial policies. In his treatment of 
the proposition that in the absence of retaliation a country can raise its level 
of welfare through tariff policy Meade is able to properly qualify this argu- 
ment by taking into account the effect of tariff policy upon domestic produc- 
tion, an essential consideration which the box diagram cannot show.** 

Cuar.es F. Haywoop and THEODORE K. RUPRECHT* 
*The authors are graduate students in economics at the University of California, 


Berkeley. They gratefully acknowledge the helpful criticisms and encouragement of Pro- 
fessor Norman S. Buchanan. 


used as a “locus of positions of trade which are of equal advantage” (p. 433) and further 
stated that movement along an offer curve was “attended with rearrangements of internal 
trade” and that cost of production “need not be supposed constant” (p. 475). Marsh, 
op. cit., p. 283n, errs in identifying Edgeworth’s construction with his own (our Figure 2) 
and in supposing that Edgeworth’s indifference curves were consumption indifference 
curves. In pointing out an error in Edgeworth’s diagram, Viner, op. cit., pp. 547, 547n, 
correctly interpreted Edgeworth and set forth the properties and meaning of the trade 
indifference curve. 


™ Meade, op. cit., pp. 71-77. It should be added, however, that although this new tech- 
nique does not have the constructional limitations of the box diagram, its use is, of course, 
subject to the limitations of any abstract analysis that interprets the trading world in 
terms of only two commodities traded by two countries acting as individuals. Meade, 
op. cit., pp. 9-11, 109-12, recognizes these limitations. 


Cyclical Turning Points—Canada, 1927-1939: A Comment 


In his recent article,’ Edward Marcus has argued that in both 1929 and 
1937 the Canadian downturn preceded the downturn in Canada’s two principal 
markets, Great Britain and the United States. In both years he attributes this 
to a deflationary influence arising out of two of Canada’s important export 
industries, wheat and pulp and paper. I cannot agree. In my view, the down- 
turn in 1937 came later in Canada than in the United States and in 1929 
there is no clear evidence of either a lead or a lag. Furthermore, I do not 
believe that either wheat or pulp and paper exerted an important deflationary 
influence prior to the United States downturn in these two years. Let us look 
at each year in turn. 

Wheat exerted an unfavourable influence in 1928-29, Marcus argues, 
because of a 30 per cent decline in price between mid-1927 and mid-1929 
and because of a holding operation which had inflationary effects up until 
the end of 1928 and disastrous results thereafter, causing a decline in exports 
and farm purchasing power. But the price decline he cites was from a tempo- 
rary high in 1927 to a temporary low in 1929. On the average Canadian 
wheat prices in the first half of 1929 were down about 17 per cent over the 


‘Edward Marcus, “The Cyclical Turning Points in an Open Economy: Canada, 1927- 
1939,” Am. Econ, Rev., Sept. 1953, XLIII, 572-85. 


= 
e 
Vig 


386 THE AMERICAN ECONOMIC REVIEW 


first half of 1927, the price decline having occurred mainly in the last half 
of 1928 in the face of a record world and Canadian crop. But wheat prices 
had been declining intermittently since 1924, so it is not clear why this should 
have been such an important deflationary influence in 1929.2 Marcus seems 
to have misplaced the date of the holding operation. It is true that in the crop 
year 1928-1929 there was some speculative carry-over of wheat in Canada 
but this was equally true in the United States and Australia. Only in the 
Argentine, where storage facilities were limited, did this fail to occur, and 
as a result the price of Argentine wheat declined to a price 9 to 15 cents 
below that of comparable grades of wheat in the other major exporting coun- 
tries. But this had no serious effect on the sale of Canadian wheat, for 
Canada’s exports of wheat and flour reached a record high of 398 million 
bushels in the year ending July 31, 1929. The significant holding operation 
in Canadian wheat, an operation which at one time carried its price from 20 to 
30 cents above the prices of Canada’s major export competitors, occurred in 
the last half of 1929 after the United States downturn had commenced. The 
major adverse influence arising out of wheat in 1929 was due to the small 
crop which was down some 46 per cent from the record crop of 1928. But, 
though crop prospects in the early spring were adverse, there could be no 
real indication of the size of the crop until July or August. Accordingly, there 
is little reason to suppose that wheat exerted an important deflationary in- 
fluence on the Canadian economy in the first half of 1929. In fact, the 
reverse could be argued; the record crop of 1928 must have bolstered farm 
purchasing power in late 1928 and early 1929. 

For pulp and paper, Marcus stresses declining prices and the appearance of 
excess capacity as deflationary factors. But despite the price declines both the 
value and volume of the industry’s product continued to increase. Thus, the 
total value of pulp and paper produced in 1929 was some 4.5 per cent higher 
than in 1928, the seasonally adjusted index of newsprint output reached a 
peak in November 1929 and the adjusted index of woodpulp exports reached 
a peak in May.‘ This is hardly consistent with the view that the industry was 
exerting a deflationary influence in early 1929. Even on the price front Marcus 
has overstated his case. He stresses the price decline for mechanical pulp 
which he states is Canada’s most important type of pulp export. Yet trade 
statistics show that in 1929 mechanical pulp made up less than 14 per cent 
of the total value of wood pulp exported from Canada. The average price 
received by Canadian exporters for the more important chemical pulp declined 
only 3.3 per cent between 1926 and 1929.5 Newsprint prices were falling it is 


* The average price of No. 1 Northern Wheat at Fort William declined from $1.69 per 
bushel in the crop year 1924-25 to $1.46 in the crop year 1926-27 and to $1.24 in the crop 
year 1928-29. See Report of the Royal Grain Enquiry Commission (Ottawa, 1938), p. 23. 

*See “The World Wheat Situation, 1928-29,” Wheat Studies, Dec. 1929. 

*Canada, Dominion Bureau of Statistics, The Pulp and Paper Industry 1937 (Ottawa, 
1939), and Monthly Indexes of the Physical Volume of Business in Canada, issued as a 
supplement to the Monthly Review of Business Statistics, Nov. 1932. 

* The Pulp and Paper Industry, 1937, p. 62. 
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true but since, as in the case of wheat, this decline had been in progress for 
some time, it is difficult to see why this should have been an important 
deflationary influence in early 1929.° 

As evidence of the early downturn in 1929 Marcus cites first the decline 
in bank debits in the second quarter of 1929 below their level in the same 
quarter of 1928. He fails to mention their substantial recovery later in the 
year. He next cites a decline in wheat and flour exports which “hit steamship 
and railroad earnings as well as the textile industry through lessened demand 
for flour sacks.” Yet exports of wheat and flour in the year ended July 31, 
1929 reached an all-time high, railway operating revenues in the second 
quarter of 1929 were still 7 per cent higher than in the same quarter of 1928 
and the seasonally adjusted index of flour production did not reach a peak 
until August.” Moreover cotton bags of all types amount to only about 1 per 
cent of the output of the Canadian textile industry. His statement that news- 
print exports were below their level of the previous year is wrong. Canadian 
exports of newsprint exceeded their level for 1928 in every month in 1929 
except February.® Finally, Marcus states that pig iron output dropped in 
March and construction contracts dropped below their level of the previous 
year in April and May. But he fails to note that after a mild decline pig 
iron output advanced over 40 per cent to reach a postwar high in August. 
Further he does not mention that April and May were the only two months 
in 1929 during which awards of construction contracts fell below their level 
for the same month of 1928.° Marcus’ evidence for an early Canadian down- 
turn is not at all convincing.’® 

However, some seasonally adjusted data not mentioned by Marcus are avail- 
able, and while they do not materially support Marcus’ thesis of an early 


*The average price received by exporters of Canadian newsprint declined as follows 
during the ’twenties: 1923 $75.23 per ton, 1925 $70.59, 1927 $65.48, 1928 $63.95, 1929 
$59.18. Ibid., p. 67. In fairness to Marcus it should be noted that, partly as a result of 
a cartel, prices were stable from 1926 until the middle of 1928. With the breakdown of the 
cartel, prices fell about 5 per cent in July 1928 and declined a further 10 per cent in Janu- 
ary 1929. See Canada, Dominion Bureau of Statistics, Prices and Price Indexes, 1913-1929 
(Ottawa, 1930) and V. W. Bladen, An Introduction to Political Economy (Toronto, 1941), 
p. 172. 

™See Twelve Years of the Economic Statistics of Canada, 1919-1930 (Ottawa, 1931) 
and Monthly Indexes of the Physical Volume of Business in Canada. 

® Survey of Current Business, Annual Supplement, 1931, p. 10S. 

*Twelve Years of the Economic Statistics of Canada. 

In the absence of any explicit statement as to his criteria for determining cyclical 
turning points one might suppose that Marcus was following the familiar methods of the 
National Bureau of Economic Research. Yet some of his statements sugzest that he may be 
thinking of slowing up in the rate of growth as the criterion of a cyclical peak. This would 
be an unusual criterion and should be defended. To determine leads and lags with such a 
criterion it would need to be applied equally to all three countries. I have followed the 
methods of the National Bureau in this note, and hence my findings are comparable with 
their set of cyclical reference dates which show peaks for the United States in June 1929 
and May 1937. See A. F. Burns and W. C. Mitchell, Measuring Business Cycles (New York, 
1946), Ch. 4. 
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Canadian downturn neither do they exclude it completely.*? Using these data 
the following peaks were determined for 1929: March, automobile production; 
April, indexes of industrial, mineral and manufacturing production’? and 
output of pneumatic casings; May, coal output, manufacturing employment 
and volume of imports; June, volume of exports; July, carloadings, output of 
lead and steel ingots, livestock slaughter and employment in transportation; 
August, output of flour, pig iron, coke and electric power, and employment in 
eight leading industries and in construction; October, leather footwear output, 
construction contract awards, and employment in trade and mining; and 
finally in November, newsprint output, sugar output and logging employment. 
These data suggest that manufacturing activity turned down sooner in 
Canada than it did in the United States; witness the early downturn in auto- 
mobile production and in manufacturing employment. On the other hand, 
activity in construction, logging and perhaps mining was sustained until well 
towards the end of 1929 and probably turned down later than in the United 
States. Because of the dispersion of individual turning points the determina- 
tion of an over-all lead or lag must await further study. 

Turning to 1937, Marcus refers to a decline in wheat and flour exports to 
Great Britain in late 1936 which he attributes to a slackening of recovery in 
Great Britain. In fact, the Canadian wheat crops in both 1936 and 1937 were 
among the smallest on record and exports were limited by a lack of supplies 
rather than by insufficient demand. But rising world prices prevented the short 
crops from being a serious adverse factor and farm income showed a further 
increase in 1937. For the pulp and paper industry I can find no evidence to 
support Marcus’ argument that it was exerting a deflationary influence in 
early 1937. Prices of newsprint remained steady throughout 1937 and ad- 
vanced 20 per cent at the start of the new contract year in 1938. The price 
of pulp continued to advance until September and turned down only in 
October. Production data tell the same story. The seasonally adjusted index 
of newsprint production reached a peak in September and the index of wood- 
pulp exports a peak in October.’* 

On the timing of the 1937 downturn in Canada Marcus presents very little 
evidence. He states that wood pulp exports were losing momentum in the 
spring and places some blame for the downturn on the rapid rise in raw 
material prices and wage rates. But since Canada is a major exporter of raw 
materials there is little reason to suppose this would have a deterrent effect 
on investment, as Marcus argues. In fact, the volume of expenditures on con- 


™ These data are given in the report cited above, Monthly Indexes of the Physical Volume 
of Business in Canada. Seasonally adjusted indexes of employment are given in chart form 
in the report Annual Review of Employment in Canada for the years 1929 to 1937. 

™ The indexes of industrial, mineral and manufacturing production must be treated with 
considerable reserve as indicators of output because they are heavily weighted by such 
series as exports, imports and releases for consumption. The peak shown by the index of 
industrial production for January 1929 was entirely due to an unusually large volume of 
construction awards. Since January is a seasonally low month for this latter series I have 
overlooked this peak. 

™ Monthly Review of Business Statistics, Jan. 1938. 
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struction and producers’ equipment increased almost 30 per cent between 1936 
and 1937.** The available seasonally adjusted data suggest that the 1937 
downturn occurred late in Canada; I would place the peak tentatively in 
October. The following peaks occurred in individual series:*® March, leather 
footwear output; April, contracts awarded; May, employment in transporta- 
tion; June, electric power output and volume of exports; July, index of mineral 
production and carloading; August, output of coal, coke and steel; September, 
output of lead and newsprint; October, pig iron output, index of manu- 
facturing production, volume of imports, and employment in manufacturing, 
mining and construction; and finally in November, index of industrial pro- 
duction, and employment in eight leading industries, in trade and in logging. 
Even if some doubt remains as to the exact dating of the turning point there 
can be little doubt that the 1937 downturn in Canada lagged behind that in 


the United States by a substantial margin. 
CLARENCE L, BARBER* 


* National Accounts: Income and Expenditure, 1926-1950, p. 29. 
*See Monthly Review of Business Statistics, Jan. 1937. 

* The author is associate professor of economics at the University of Manitoba. 

Reply 

Much of the disagreement between Professor Barber and myself arises froin 
differing treatment of the basic statistics. Barber has worked from seasonally 
corrected data, whereas I have preferred the original (uncorrected) series. In 
addition, in some of his citations he seems to prefer annual averages,’ whereas 
I have stressed the monthly details. 

The significance of the first can be readily appreciated when it is realized 
how great the seasonal factor is for Canada. For the period covered by my 
article, it has been estimated that for many trades nine months constituted 
the normal working year.? Hence, since there were many doubts about the 
effectiveness with which this seasonal element had been removed in the 
available “corrected” series, I preferred to work from the less refined data. A 
seasonal correction quite frequently can shift the peak or trough by several 
months, and is thus treacherous for the determination of timing.* It seemed 
wiser to use the uncorrected data, comparing periods that would contain the 
same seasonal movement, e.g., Christmas of one year against Christmas of the 
preceding year. 

My objection to annual data is the time-interval length, which is far too 
long for an analysis of the cycle; one need only recall the sharp changes 
within the single year 1937 to realize how much is obscured by such a figure, 
particularly for locating the date of the peak or trough.* 


* Cf. e.g., the 1928-1929 pulp and paper developments discussed below. 

* Cf. L. C. Marsh, “The Mobility of Labour in Relation to Unemployment,” Can. Pol. 
Sci. Assoc. Papers and Proceedings, May 1931, III, 20. 

*Cf. A. F. Burns and W. C. Mitchell, Measuring Business Cycles (New York, 1946), 
pp. 44 ff. 
Ibid., pp. 204 ff. 
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A third type of dispute centers around my analytical approach, in particular 
my hypothesis that a series of small shocks finally culminates in a turning 
point. For example, Barber cites the fact that wheat prices had been declining 
for several years as evidence that the continued drop should not have been an 
important deflationary influence in 1929. My reasoning has been that as these 
declines cumulate, and as they are reinforced by turns in other sectors, the 
pressures gradually build up until enough of them are working to make for 
an over-all turn in the cycle.’ Moreover, limitations of space forced me to 
select only those areas that I felt had been the most significant. Many that 
Barber cites as not mentioned were among the casualties. The reader is 
referred to my book, Canada and the International Business Cycle, 1927- 
1939,° for greater detail. 

Since it is impossible to answer each of the points questioned in so short a 
space, I shall select a few which illustrate different types of disagreement, 
referring those who wish to pursue the subject further to the book itself. 

1. Did the wheat holdback start before August 1929? Wheat Studies* 
reported that the holding movement started in the winter of 1928-29. More- 
over, if we compare the excess price of Canadian wheat over the average price 
of all wheat imported into Great Britain,* we see for the year 1929 a marked 
inverse correlation between this excess and British imports of Canadian wheat. 
In almost every month in 1929 the absolute and relative amounts coming from 
Canada were below the corresponding months of 1928; similar movements 
went on for the main Continental European importers, e.g., Belgium and the 
Netherlands. Moreover, Canadian wheat exports as reported by Canadian 
customs were probably overstated.® 

2. Barber is also unconvinced that the declining prices in the pulp and 
paper industry could have been significant, particularly since the value of 
production and exports continued to increase (although he fails to mention 
that this upward movement reflected the longer-term growth trend, the price 
declines putting a brake on the rise). However, following the 1928 newsprint 
price war the Canadian index of the prices of securities of paper companies 


"Cf. T. C. Koopmer. observation that, because of the tendency of relatively small 
shocks to set up cun.tla''ve movements, their effects may have considerable ‘nfluence over 
time on the duration and amplitude of the cycle (‘““Measurement Without Theory,” Rev. 
Econ. Stat., Aug. 1947, XXIX, 169). 

*New York, 1954. 

* Dec. 1929, VI, 67. 

* Which would be even lower if the price of Canadian wheat were excluded. 

* Canadian authorities always knew, particularly in the period under discussion, that their 
wheat export data were in error, wheat reported as going to Great Britain actually having 
been purchased by British traders for shipment elsewhere. In addition, even after this correc- 
tion, the figures are suspect, for the corrected figure for shipments via U.S. ports, as reported 
by the Dominion Bureau of Statistics, is far in excess of that reported by the U.S. Depart- 
ment of Commerce. Hence, for this period, the additional check was made from the import- 
ing countries’ trade statistics. For a more complete discussion, cf. the annual Report on the 
Grain Trade of Canada (1927, p. 13; 1928, p. 15; 1929, p. 14; 1930, p. 14); E. Dana 
Durand, “Country Classification” in R. G. D. Allen and J. E. Ely, eds., International Trade 
Statistics (New York, 1953), Ch. 7; and my unpublished doctoral dissertation, Economic 
Fluctuations in Canada, 1927-1939 (Princeton U., 1950), Appendix C1. 
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dropped from 160.0 (April 1928) to 97.1 (December 1928), while the entire 
index of Canadian stock prices (including the paper companies, so that the 
rise of all the others is understated) rose from 177.0 to 227.3. The price drop 
put pressure on profit margins, and led to widespread bankruptcies in the 
industry after 1929. Moreover, he deduces his conclusion from annual prices 
received for exports (as evidence of the smallness of the price decline), for- 
getting that the price war would be reflected gradually, as the old contracts 
expired, and shipments under the new ones were at the lower ruling market 
price. (Many of these contracts covered a whole year.) 

3. The “substantial recovery” of bank debits that Barber states occurred in 
the latter part of 1929, and which he blames me for omitting, is attributable to 
two factors: the stock market crash in October 1929 and the usual autumn 
(seasonal) upswing with the marketing of agricultural crops.’° The former is 
hardly an evidence of business improvement! 

4. My 1937 analysis was necessarily skimpy, because of the space limita- 
tion. Again the interested reader is referred to my book, particularly Chapter 
6. However, to cite a few facts in support of my argument: bank debits in the 
three prairie (wheat) provinces in each of the four quarters of 1937 were 20 
to 30 per cent below the corresponding quarters of 1936; the rising price of 
wheat did not prevent the short crops from hurting farm incomes, as Barber 
alleges. Wood pulp exports, although increasing, showed a much slower rise 
in early 1937 than in the year before, and after January 1937 showed no 
perceptible increase, other than for the month of March. Newsprint exports 
to the United States stopped rising after the end of 1936, although there was 
a temporary rise towards the end of 1937, as American publishers stocked up 
in anticipation of the 1938 Canadian newsprint price rise." 

5. Some of our differences arise from varying classifications. Thus, by 
lumping all chemical wood pulps together, Barber shows them to be more 
important exports to the United States than were groundwood exports. How- 
ever, each of these pulps serves different end uses; groundwood and unbeached 
sulphite go mainly into newsprint, while the other chemical wood pulps go 
into the other paper types, as well as newer industrial uses. Hence, since the 
demand for each type arises from different American industries, which 
demand, in turn, is a function of still further dissimilarities in cyclical in- 
tensity,’* I preferred to regard each as a separate commodity—as is done in 
both the Canadian and United States trade publications. 


* The jump was mainly in Montreal, the financial center, and Winnipeg, center for the 
wheat area. Thus, the Monetary Times (Toronto), in its December 6, 1929 issue, p. 6, 
reported that “the high level of bank debits in October reflected extensive liquidation 
on the principal stock and mining exchanges.” Shares traded on the Montreal exchange 
were almost double the September volume. 

“Cf. J. A. Guthrie, The Newsprint Paper Industry (Cambridge, Mass., 1941), p. 112; 
Monetary Times, August 13, 1938, p. 204; Financial Post (Toronto), September 18, 1937, 
p. 2. 

*? F.g., the demand for groundwood responds to changes in newsprint output, and thus 
newsstand sales and advertising; that for the sulphates is a function of packaging, and thus 
of industrial output (of goods). Incidentally, U.S. import data for 1927-1929, the period 
in question, indicate that groundwood amounted to almost 30 per cent of all wood pulp 
imports from Canada, more than any of the other types. 
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In conclusion, I agree with Barber that there is ground for differences of 
opinion about the timing of the numerous Canadian series involved. When the 
sharpness of both the 1929 and 1937 declines is imposed on a marked seasonal 
variation, the basis is laid for differences in interpretation. However, I do not 
think these are as obvious as he implies, nor as certain as he alleges. 

Epwarp Marcus* 


* The author is assistant professor of economics at Brooklyn College. 


A Note on Corporate Concentration and Turnover 


Corporate concentration is usually measured by applying some kind of 
distribution concept: for example, by the share of the largest x firms in the 
assets or employment (or other variables) of all firms. The trend of concen- 
tration over time is measured by comparing the size of this share at two or 
more successive dates. The basic data are very imperfect, and there are also 
difficulties with the concept itself. A different measure of changes in size 
structure was suggested some years ago,” and has recently been applied on a 
large scale.* It is obtained by drawing up a list of the largest x firms at various 
dates, and then counting the number of firms which have dropped out of the 
list and have been replaced by other firms. This concept has received almost 
no formal treatment. The purpose of this brief note is to compare these two 
concepts—of distribution and of turnover—and show to what extent they 
are logically related or unrelated to one another. This is more easily done if 
we first develop the turnover measure somewhat by presenting some rear- 
rangements of the data which may also be of interest for their own sake. 


Changing Rates of Turnover 


The 100 largest industrial corporations (manufacturing, mining, and trade) 
have been identified for the years 1909, 1919, 1929, 1935, and 1948. It is 
possible to compare the lists for any two of these years, and to show the 
number of disappearances (and the equal number of replacements) over any 
given time period, as in Table I. 

The rate of disappearance per year has decreased from period to period. Of 


*For a discussion of these problems, see John Lintner and J. Keith Butters, “Effect of 
Mergers on Industrial Concentration,” Rev. Econ. and Stat., (Feb. 1950), XXXII 46-47; G. 
Warren Nutter, The Extent of Enterprise Monopoly in the United States (Chicago, 1951), 
pp. 30-35; M. A. Adelman, “The Measurement of Industrial Concentration,” Rev. Econ. 
and Stat., (Nov. 1951), XX XIII, 269-72; 290-92; Gideon Rosenbluth, “Measures of Concen- 
tration,” in Proceedings of the Conference on Business Concentration and Price Policy (to 
be published in 1954 by Princeton University Press). 

* Rufus S. Tucker, “Increasing Concentration of Business Not Supported by Statistical 
Evidence,” The Annalist, July 31, 1936, p. 149. See also, Edwin B. George, “Is Big Business 
Getting Bigger?” Dun’s Rev., May 1939, p. 32. 

* A. D. H. Kaplan and Alfred E. Kahn, “Big Business in a Competitive Society,” Fortune, 
Feb. 1953, special supplement; and the New York Times, Feb. 16, 1953, p. 24. All references 
are to these sources, except as otherwise noted. 
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TABLE I.—DISAPPEARANCES FROM THE 100 Larcest INDUSTRIAL Firms, 1909-1948 


Number of Disappearances Remaining Survivors 
Comparison of of Original (1909) List 
Within Period Per Year at End of Latter Year 


1909 and 1919 47 " 53 
1919 and 1929 30 : 37 
1929 and 1935 19 . 34 
1935 and 1948 22 ; 31 


1909 and 1948 69° 31 


* Not a column total, since some disappearing corporations were later restored to the list; 
and some new entries were later dropped from it. 


the original 100 occupants of the list in 1909, 63 disappeared during the first 
twenty years 1909-1929; 6 during the eighteen-year period 1929-1948. 


Reasons for Disappearances 


1. Merger of firms within the topmost group. Seven of the original 100 
disappeared this way.* 

2. Changes in the structure of industry at large. Over the period 1909-1948 
there were important changes in the relative importance of various industries. 
Some branches of manufacturing increased greatly in total size and in the 
average size of firm—e.g., petroleum. Some branches grew at a rate which was 
roughly proportional to the growth of the economy as a whole—e.g., iron and 
steel. Some grew at a rate considerably less than that of the economy—e.g., 
leather. Some have actually declined—e.g., steam locomotives. 

Clearly, even if everything else remained equal, these changes in industrial 
structure would give rise to changes in the list of the 100 largest industrial 
corporations. Referring to our examples, even if there were no turnover within 
each of the groups iron and steel, petroleum, leather, and steam locomotives, 
there would be turnover among them, as petroleum firms grew large enough 
to enter the list and displace firms in other industries. 

It seems useful to separate out this source of turnover, and one can devise 
a simple method of doing so. For example, the number of steel companies in 
the top 100 decreased from 14 to 9 during 1909-1948. This net decrease of 
5 firms is independent of turnover inside the steel group, and must be ascribed 


*The Cambria, Lackawanna, and Pennsylvania Steel companies were absorbed by Beth- 
lehem; Amalgamated Copper by Anaconda; Associated Oil by Tide Water; Schwarzschild 
& Sulzberger by Wilson & Co.; General Chemical by Allied Chemical & Dye. Except for 
Cambria, Lackawanna, and Pennsylvania, my attention was drawn to all these mergers by 
Dr. Kaplan. 

*See A. F. Burns, Production Trends in the United States Since 1870 (New York, 1934). 
At pp. 120-73, there is a lucid exposition of how new industries grow by inhibiting or 
destroying old ones. A more elaborate and up-to-date statistical picture is in W. H. Shaw, 
Value of Commodity Output Since 1869 (New York, 1947), Part I. 
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TABLE II.—DISAPPEARANCES FROM THE 100 Larcest INDUSTRIAL Firms RESULTING FROM 
CHANGES IN THE STRUCTURE OF INDUSTRY AT LARGE 


Unadjusted Adjusted* 


Net Change in Net Change in 
Group Number of Group Number of 
Firms Firms 


Iron and steel —5 | Nonferrous metals: 
Nonferrous metals —6 Excl. aluminum —7 
Food products —3 Aluminum +1 
Transportation equipment —3 | Food products: 
Chemicals Excl. Coca-Cola 
Petroleum Coco-Cola +1 
Retailing Transportation equipment: 
Coal mining Excl. automobiles 
Leather Automobiles +3 
Textiles Chemicals: 
Miscellaneous machinery Excl. primary extraction +8 
Containers Primary extraction 
Lumber and paper Miscellaneous machinery 
Private transportation Exc!. Deere & Co.” 
Rubber Deere & Co. 
Tobacco Miscellaneous 
Motion pictures Subtotal 
Distilling All other groups 
| (no adjustment needed) 
Glass | Total changes, adjusted 
Electrical equipment | Turnover, adjusted 


Miscellaneous —2 
Total changes, unadjusted —33 
Turnover, unadjusted 33 


® Adjusted for changes in industrial structure within the broad industry class. 
> Includes International Steam Pump, United Shoe Machinery, Union Typewriter. 


to turnover arising from forces outside the industry, and therefore to changes 
in the structure of production at large. If we examine the 21 industry groups 
into which the list is divided, we find that 9 industries decreased their total 
representation, 2 were unchanged, and 10 increased. The total number of net 
decreases (and increases) was 33 firms. 

However, this is an inadequate measure of the disappearances which were 
due to changes in the broad structure of industry. For example, the trans- 
portation equipment industry was represented by 9 firms in 1909, and by 6 
firms in 1948, a net decrease of 3. But this net decrease resulted from the dis- 
appearance of 6 firms producing railway equipment and ships, and their 
replacement by the Big Three automobile firms. Obviously the related dis- 
placement of railways and ships by automobiles is a matter of change in 
industrial structure, not change within industries. Hence for the transportation 
equipment group we need to reckon not the net decrease of 3 firms, but the 
gross decrease of 6 firms. 
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Similar adjustment is needed for the chemical industry, which accounted 
for 7 of the top 100 in 1909, and 10 of the top 100 in 1948. The net increase 
of 3 was produced by 4 disappearances and 7 accessions. But the firms disap- 
pearing® were all in the field of extraction and sale of natural chemicals; the 
class in 1948 consisted of firms engaged principally in chemical processing, 
and often of highly refined and synthetic products. Hence it would not be 
accurate to say that the growth of the chemical industry accounted for 3 net 
accessions; it actually accounted for 7 accessions and 4 displacements. Smaller 
adjustments are needed to account for the aluminum industry, and for Coca- 
Cola. The classes ‘“‘miscellaneous machinery” and “miscellaneous,” as the 
names indicate, are largely formal groupings. The adjustments are sum- 
marized in Table II; the reader will see why no double counting is involved 
in adjusting for both growing and declining industries. 

In all, 46 disappearances may be ascribed to changes in the relative im- 
portance of various industries. 

3. The remaining 16 disappearances, or somewhat less than one fourth of 
the total, were due to turnover within industries, i.e., the displacement of some 
firms by more efficient or fortunate firms making at least a broadly similar 
product. 

It goes without saying that this division between interindustry shifts and 
intraindustry shifts is approximate, at best; but the general picture would 
probably not be much changed by a more detailed classification.” 


Relation to Distribution Concepts 


The first source of disappearance, i.e., merger, is treated by the distribu- 
tional measures as a source of increased concentration, ceteris paribus. Hence 
the greater the turnover via merger, the more concentration. The second and 
third sources of disappearance are mathematically unrelated to the distribu- 
tional measures. New industries may be more or less concentrated than old, 
and their growing importance may therefore shift the average up or down. As 
for the turnover within industries, the displacing firms are not necessarily 
larger or smaller than those displaced. 

However, the distributional and the turnover measures may together con- 
tribute to a better view of the underlying reality. An industry with stable 
concentration through time but much turnover among the topmost firms might 
require an explanation in terms of differential ability of management, quick- 
ness to innovate, etc. An industry with increasing concentration, low turnover, 


* Virginia-Carolina Chemical, American Agricultural Chemical, American Linseed, Inter- 
national Salt. 

* The writer believes there is one minor error: St. Regis Paper ought to be replaced on 
the 1948 list by Crown Zellerbach. According to Moody’s, the assets of St. Regis on Decem- 
ber 31 of 1947 and 1948 were respectively $132.6 and $157.6 millions; the assets of Crown 
Zellerbach on April 30 of 1948 and 1949 were respectively $155.7 and $167.3 million. At 
any given moment, Crown Zellerbach assets must have exceeded St. Regis assets. A com- 
parison of the 1948 list with a later list would indicate a spurious displacement. 
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and absolute decline in size, would often generate or reflect a pattern of stable 
or growing oligopoly control. But these and other possible patterns are first 
indications only. The size structure of an industry, and changes in that struc- 
ture, constitute only part of the knowledge needed to understand how that 
industry operates. 


M. A. ADELMAN* 
* The writer is associate professor of economics at Massachusetts Institute of Technology. 


Erratum 


In our memoir of Professor O. M. W. Sprague in the March 1954 number 
of this Review (p. 132), it was incorrectly stated that he was the first American 
to serve as economic advisor to the Bank of England. Professor Sprague was 
preceded by Dr. Walter W. Stewart, who served in the same capacity in 1928- 
1930. 

ARTHUR H. CoLe 
RosBert L, Masson 
Joun H. 
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Economic Theory; General Economics 


Essays in Positive Economics. By Mitton FriepMAN. (Chicago: University 
of Chicago Press. 1953. Pp. v, 328. $5.75.) 

This collection of essays from the pen of one of our ablest defenders of 
the free market system against the growing propensity for administrative 
controls has as its core a series of six papers on monetary and fiscal policy, 
which include the only two papers in the book not readily available in English. 
The remainder consists of three essays on methodology and two on price 
theory; it is a bit difficult to see why they were included except to expand the 
volume to a more impressive size; they seem to be not particularly timely or 
relevant to the main topic, and would seem to be adequately available else- 
where to the relatively small number of economic theorists to whom they are 
chiefly addressed. With all due allowance for the exigencies of book publish- 
ing, the package offered here seems somewhat more heterogeneous than will 
really suit the tastes of most potential readers, and in a frivolous mood one 
might well ask whether Friedman is not here offering a tie-in sale that 
- infringes on that consumer sovereignty for which he argues so persuasively. 

Friedman’s program for macroeconomic policy grows out of a deepseated 
mistrust of the economic wisdom and especially of the short-run prognostic 
abilities of public administrators and legislators. Practical application of 
political economy should accordingly be limited to long-run changes, among 
which should be the setting up of permanent economic institutions with as 
high as feasible a degree of “built-in stability”; short-run administrative 
policy changes aimed at “stabilization” should be given up since, he believes, 
they would be likely to do more harm than good, at least in terms of attempted 
improvements over the built-in stabilizers. 

Concretely, as readers of this Review may remember, he calls for govern- 
ment expenditure programs determined on the merits of the expenditures 
independently of cyclical fluctuations, except in so far as welfare, relief, and 
social security payments according to predetermined constant standards will 
automatically fluctuate countercyclically; for the maintenance of a constant 
tax-rate structure at levels calculated to produce a balanced budget under 
conditions of full-exployment income at a specified price level, the structure 
placing heavy emphasis on a progressive income tax and with the tax revenue 
being collected as promptly as possible, all deficits resulting from less than full 
employment being financed exclusively by the issue of fiat currency which in 
turn is assured of being converted to a net addition to the effective money 
supply through the adoption of a 100 per cent reserve banking system, or an 
equivalent alternative. In the international field, in a previously unpublished 
paper, Friedman calls for permitting exchange rates to fluctuate freely in 
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response to supply and demand, the only stablization being provided by 
encouraging private transactions in forward currency contracts. 

Aside from the paper on free exchange rates, the item that will be new to 
most American economists will be the demonstration, previously published in 
French, that an attempted countercyclical policy may easily do more harm 
than good. In brief, if we consider the actual national income Y(t) that results 
from the application of a fiscal policy to be the sum of the income that would 
occur in its absence, V(t), and variations P(t) induced by the fiscal policy, 
then simple statistical considerations indicate that if the fiscal policy is actually 
to cause Y to have a smaller variance than N, then P must be negatively 
correlated with V. Moreover, if this (negative) correlation is r, the maximum 
possible reduction in the amplitude of fluctuations will be to a relative ampli- 
tude of (1 — r*)™” In view of the lag between the time when the decision as 
to policy is taken and the time when it can be expected to take effect, and 
the general lack of success of recent attempts at macroeconomic forecasting, 
Friedman is pessimistic as to the likelihood of achieving a high value of r, 
as well as of attaining the proper level of action to go with it, as too vigorous 
action could easily lead to “hunting,” in a manner reminiscent of cobweb 
cycles. At best, he therefore maintains, countercyclical policy can do relatively 
little, and could very easily overshoot the mark. We had better devote our 
attention to setting up a system that is inherently as stable as possible, and 
then religiously refrain from interfering with its action. 

As a “first line of defense,” and provided that prices and especially wage 
rates can be made sufficiently flexible in a downward direction, and that the 
elasticity of price expectations does not become too destabilizing, this program 
has its attractions. But it is by no means clear that we can expect to have 
such a favorable milieu for the program. Friedman apparently feels that there 
would be no need for a second line of defense, or perhaps merely that it should 
not be spelled out in advance lest the temptation prove too great to put it 
into effect before conditions had become sufficiently serious to warrant break- 
ing out of the confines of the program. In practice, if unemployment should 
again reach a level of 5 or 6 million, it is difficult to conceive of an administra- 
tion exercising the self-control needed to stick to Friedman’s program. To be 
sure, adoption of the program would tend to bring about the increased flexi- 
bility of prices and the reduced elasticity of price expectations, at least with 
respect to the less immediate future, that the program requires for success, 
and this tendency would be the stronger the more seriously the administration 
was generally thought to feel the taboo against the adoption of ad hoc policy 
modifications. But it is by no means improbable that “second line of defense” 
measures either would be genuinely needed or would be adopted, whether 
needed or not, in response to political pressures built up by moderately im- 
perfect operation of the Friedman plan. If the use of such second-line meas- 
ures must be considered to have a substantial likelihood, it would seem better 
to plan for them specificically rather than have them occur in the form of a 
hastily improvised last-minute surprise. 

On a quite different level, Friedman’s proposal as set forth might well 
operate to foreclose (rather arbitrarily, it seems to this reviewer) one degree 
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of freedom in public policy concerning the allocation of resources. It will no 
longer be permissible for a government to influence the division of resources 
between private investment and personal consumption through shifts between 
fiscal and monetary policy. It will no longer be permissible, for example, to 
curtail private investment in favor of consumption by, on the one hand, selling 
bonds and cancelling the proceeds, thus contracting the money supply so as to 
raise interest rates, while on the other hand, lowering taxes and issuing 
additional bonds so as to increase consumer demand. To be sure, this question 
of the proper rate of capital accumulation as a resource allocation problem 
has been obscured of late by the Keynesian and Harrodian constructions. The 
fact that the problem has deep philosophical and ethical overtones, and per- 
haps cannot be resolved solely on economic grounds, is no reason to be satis- 
fied with an answer that arises from mere institutional happenstance. To 
accept the result that would follow from Friedman’s scheme, or to adopt any 
other program that would similarly foreclose this issue, may give the impres- 
sion that the question is being answered when in fact it is merely being 
ignored. 

To be sure, the aggregate rate of capital formation may also be adjusted 
by means of policy decisions on government outlays for public works and 
other government investment. Friedman’s scheme logically implies some form 
of capital budget with the government bond issue held at a level corresponding 
to the value of its tangible assets, or at least of its earning assets; otherwise, 
a decision on nonfiscal grounds to acquire the railroad system for example, 
or conversely to sell TVA to private interests, would produce serious general 
upheavals. That his scheme without such a capital budget could be interpreted 
so as to make such transactions intolerably disturbing might be an advantage 
in Friedman’s eyes, but many economists would deem it a serious disadvantage 
or at best an issue irrelevant to that of stabilization. But with or without a 
capital budget, the division of investment between government and private 
enterprise should be determined on the basis of the relative merits of the insti- 
tutional arrangements and not be constrained by considerations of securing 
the desired aggregate level of investment or avoiding monetary disturbance. 

It is possible that Friedman’s scheme could be so modified as to maintain 
both the freedom of decision as between government and private forms of 
investment and between current consumption and capital formation; yet it is 
difficult to see how this could be done without weakening or infringing the 
taboo against conjunctural tinkering and adjustment that constitutes the 
raison d’étre of his plan. On the other hand, the plan could be considered as 
a very admirable base to work from, in that both the temptation and the need 
for ad hoc adjustments would be reduced and thus the likelihood that counter- 
cyclical policy variations would aggravate rather than improve the situation 
would be minimized, even if it may oe neither possible nor desirable to ban 
such adjustments completely. 

The argument presented for freely fluctuating exchange rates, while less 
open to question on fundamental issues, does seem a bit incomplete in that 
there is no refutation of arguments that the use of exchange controls may be 
justified as a means of influencing the terms of trade. Such influence may be 
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desirable as between wealthy and poor nations, or where the terms of trade 
are particularly sensitive to slight changes in demand and supply situations, 
or where there is a possibility of multiple equilibria. Especially where nations 
have become locked in a specialization (as England, for example, may be said 
to have become, in manufacturing, through concentration there of the in- 
dustrial revolution with its concomitant increase in population), the theoretical 
possibility exists that wide swings in the terms of trade may be brought about 
by relatively minor changes in demand and supply, and by the same token, 
can be produced by minor interferences with the free market process. Another 
theoretical possibility is that a substantial permanent beneficial change may 
be produced by a relatively temporary resort to controls. Friedman can of 
course reply that such cases are rare and hard to discern. In any case the 
appropriate interference could very much more effectively and conveniently 
take the form of tariffs or export duties, so that the recommendation for free 
exchange rates stands as one that seems fully warranted. 

The remaining essays stand out less clearly in terms of current interest, but 
mention may perhaps be made of the discussion of the Marshallian demand 
curve that is now fast becoming a pons asinorum for aspiring students of 
economic theory. One is inclined to wonder whether a point of diminishing 
returns is not reached rather rapidly in attempting to reinterpret the possibly 
imperfectly defined ideas contained in older writings in terms of the more 
meticulous, if not necessarily more useful, definitions of a later day. One is 
reminded of the tale of the very learned mullah who began his course of 
lectures on the Koran with a lengthy discourse entirely devoted to the very 
first letter of the scripture, only to be admonished by an angel the following 
night that while all that he had said was quite true, none of it concerned the 
purpose for which that letter had been put there. The two reviews of Lange’s 
Price Flexibility and Lerner’s Economics of Control, at the other end, warn 
of the danger of sterility that threatens analysis that limits itself to the spell- 
ing out of the logical consequences of varying assumptions and definitions, 
without following through to suggest which of the assumptions are more likely 
or how the definitions are to be applied in the real world. 

WILLIAM VICKREY 


Columbia University 


Alfred Marshall and Current Thought. By A. C. Picou. (London: Macmillan 
and Company, Ltd. New York: St. Martin’s Press. 1953. Pp. vii, 85. 
$1.50.) 

In the Marshall lectures for 1952 in the University of Cambridge, Professor 
Pigou covered six topics: mathematical methods; statistics; elasticities; the 
rate of interest; utilities; and socialism—surely a representative array of 
subjects through which to bring a young audience “into brief contact, more 
livingly than through books, with a great Cambridge economist” by asking 
what he “would think of our present goings-on” (p. 4). He adds a short essay 
on the Trade Balance written about the same time, which is related to his 
lecture on statistics. 
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Two reasons are given for the regret that Marshall would have expressed for 
the use of increasingly elaborate and difficult mathematics in economics: the 
extrinsic reason that he wished to influence practical men and therefore kept 
his mathematics hidden even when they helped his own thinking; and the 
intrinsic reason that in his judgment the field for their useful employment was 
limited. A fear that mathematical economics might lack realism underlay the 
intrinsic reason, and.this Pigou regards as the key to Marshall’s attitude. He 
thinks that this attitude should be treated with the respect due to “a first-class 
mathematician, second wrangler when Lord Raleigh was senior” (p. 7). 
Remembering that Pigou himself had asked in his Theory of Unemployment 
(p. vi, Preface), whether the readers of Marshall’s Principles would “not in 
the end have been better off had mathematical ideas been presented to them 
in mathematical form: and had they been advised to acquire mastery of these 
few and simple tools,” it is not surprising that he should here conclude: 
“Convince him [Marshall] that any particular line of mathematical attack 
would indirectly help realism and he would have been its enthusiastic friend” 
(p. 12). 

The presumed attitude of Marshall to developments in statistics is based 
on his warnings on the importance of reason in working on the facts, and on 
the necessity of taking account of nonstatistical facts. The latter warning is 
clearly related to his attitude to mathematics. Not all facts can be expressed 
in numbers and therefore Marshall believed that “the application of exact 
mathematical methods to those which can is nearly always waste of time, while 
in the majority of the cases it is positively misleading . . .” (p. 16). The 
conclusion is that Marshall would have welcomed modern excursions into 
statistics but that he would have insisted that statistical workers should have 
economists, not mathematicians, as their mentors. 

Pigou suggests that Marshall’s reluctance to extend the concept of elasticity 
(which was peculiarly his own) to studies of supply was “an unnecessary 
scruple.” He thinks that Marshall would have deprecated the modern concepts 
of the elasticity of production (partial and total), of discounting, of expecta- 
tions, and of substitution. On the other hand, he would probably have ap- 
plauded the concept of income elasticity of demand as an “illuminating and 
useful” extension of his concept of price elasticity. And of course he would 
have welcomed modern statistical work on demand schedules. 

In discussing the rate of interest, comparison with Keynes is inevitable. 
Discarding the “various red flags for bulls” in Keynes’s General Theory, Pigou 
compares the analysis derived from a sympathetic interpertation of that work 
with the long-run analysis of the Principles and with the short-run analysis of 
Marshall’s other works. His conclusion is that Keynes wrongly directed his 
criticism against the treatment of interest in the Principles-—-where Marshall 
had a complete answer in the valid assumption that “the percentage of avail- 
able labour (and capital) at work equals a constant” (p. 29). In the short-run 
analysis, when this assumption is no longer valid, Marshall is deprived of an 
equation. According to Pigou, Keynes filled the gap by assuming that the 
money rate of wages, being sticky, could be regarded as a constant for short 
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periods. Pigou concludes that Marshall, “generous always to his predecessors 

. . would . . . have been no less generous to his most distinguished pupil” 
(p. 36) and would have accepted the emendation. 

Marshall is shown to have failed to stand by his formal statement that to 
measure desires and satisfactions per se is “impossible, if not inconceivable” 
(p. 37). Rejecting a possible way out of the charge of inconsistency by dis- 
tinguishing impossibility from inconceivability, Pigou condones the inconsist- 
ency and squarely takes his stand with Marshall that interpersonal compari- 
sons of utilities enjoyed by the groups of people with which economists deal 
are possible. Any other stand from the author of the Economics of Welfare 
would be inconceivable—if not impossible—for, as he says, to deny this would 
be to strike “a devastating blow at welfare economics ” (p. 46). 

The practical importance of his attitude on utility was that Marshall 
accepted the proposition that transfers of income between groups are a means 
of increasing the total of satisfactions. This being so, Pigou thinks that 
Marshall might have been expected to take a benevolent attitude toward the 
redistribution of real income, which is part of the socialist trend today, 
although he would have been conscious of the dangers to capital accumulation 
and to incentives. On the other hand, Pigou finds abundant evidence that 
Marshall would have had no sympathy with that other element in the 
socialist trend—nationalization of industries. He believes that Marshall would 
have said now as he did in 1907 that “every great step in the direction of 


collectivism is a grave menace to the maintenance even of our present moderate 
rate of progress” (p. 63). 


REDVERS OPIE 
Washington, D.C. 


An Essay in the Theory of Profits and Income Distribution. By B. S. Keir- 
sTeAD. (New York: Augustus M. Kelley. 1953. Pp. 110. $1.75.) 


Professor Keirstead has written a delightful little volume whose focus is 
the relationship between anticipations and profits. The book can be outlined 
rather easily. The author classifies businessmen’s expectations into two cate- 
gories: particular and general. General expectations concern themselves with 
“quantities which are general to the economy as a whole, and are not peculiar 
or particular to any single firm.” Expectations about future national income, 
saving and exports, are examples. Particular expectations refer to values 
particular to the firm like its costs, prices and sales. Keirstead believes that 
in practice the nature and pattern of response to these two categories of 
expectations differ considerably. The volume is to a large extent devoted to an 
examination of the effects of different types of these two varieties of expecta- 
tions on entrepreneurial behavior and on income distribution. Other subjects 
are dealt with in separate chapters—for example, there is a concluding chapter 
on policy—but the other matter is at the heart of the book. 

Though the organization is best described by Keirstead’s basic classificatory 
distinction, the book by no means confines itself to the safe territory of tax- 
onomy. On the contrary, its great virtue is the dazzling array of hypotheses 
and lightly supported observations made by the author. There is material in 
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these for several articles, essays or, perhaps, doctoral theses. I can only list a 
few samples: 

1. General expectations are likely to relate only to a short span of time 
(about a year), to be held in common by the business community (the con- 
tagion of optimism and pessimism), and to be single-valued (because of the 
short span they cover, the availability of governmental forecasts and the re- 
assuring similarity in the views of other businessmen). 

2. Unfavorable general expectations may lead to increased investment, for 
they may induce firms to undertake cost-saving re-equipment measures. This 
is especially likely if the pessimism is occasioned by business conditions 
already turned adverse, since the delays and interruptions in output which 
accompany retooling are then not likely to be serious and since the poorer 
economic circumstances may help reduce investment costs. However, only the 
wealthiest firms may be able to finance these operations in times of general 
pessimism and this may tend to increase concentration within industry. 

3. A dear money policy by discouraging investment serves at most only as 
a temporary brake on inflation. The reduced investment will later add to 
inflationary problems by cutting down national output. If investment demand 
is inelastic it can have inflationary effects even in the short run by raising 
rentier incomes. 

4. Monopolistic firms tend to earn low profits on invested capital. They 
are likely to be content to undertake investments whose expected yields are 
lower than those required by competitive firms because of the larger risks 
which the latter must incur. 

These are only samples, chosen almost at random. There is certainly no 
reason to wish that the author had written a different book with the points 
developed in greater detail. But it is to be hoped that some of them will be 
taken up elsewhere. 

Despite the interest and originality of these and the other hypotheses to be 
found in the book, I cannot help regarding some of them with considerable 
suspicion. The treatment of interest rates, both in the theoretical analysis and 
as an instrument of policy, the too-easy acceptance of the profit maximization 
hypotheses for firms where ownership and management are separated, are 
among the points where I suspect further investigation will not support the 
author. But disagreement is to be expected in an essay of this nature and is 
a small price to pay for such an abundance of ideas. 

J. BAUMOL 

Princeton University 


International Economic Papers, No. 2. Translations prepared for the Interna- 
tional Economic Association. Edited by ALAN T. Peacock, RALPH 
Turvey, Frrepricu A. Lutz and ELizABETH HENDERSON. (London and 
New York: Macmillan. 1952. Pp. 232. $3.50.) 

The recently organized International Economic Association has now pre- 
pared a second volume of English translations of articles in the general field 
of economic theory. Among the ten articles in this volume are two classics of 
an older vintage: Bortkiewicz’s “Value and Price in the Marxian System” 


i 
. 
* 


404 THE AMERICAN ECONOMIC REVIEW 


(1907) and Dupuit’s “On the Measurement of the Utility of Public Works” 
(1844). The remaining eight translations are from articles originally published 
in European journals between 1949 and 1951. 

Much the longest and most valuable of the articles is the one by Bort- 
kiewicz. He was highly critical of Marx’s formulation of the labor theory of 
value, especially where it differed from Ricardo’s, but his over-all appraisal of 
Marx’s economic theory is contained in the following statement: “. . . it should 
not be overlooked that the originality of this model does mainly lie in the 
juxtaposition of value-calculation and price-calculation and in the derivation of 
prices from values, as well as of profit from surplus value, and that, compared 
to these, the other features peculiar to the system fade into the background” 
(p. 56). Bortkiewicz’s own contribution was the correction of fundamental 
technical errors in Marx’s analysis. 

In Volume III of Capital, in which Marx dropped the assumption of equal 
organic compositions of capital but retained, as a condition of equilibrium, 
the assumption of equal rates of profit on total capital invested in particular 
industries, he set up equations of price calculations in which the total magni- 
tudes of variable capital, constant capital, and surplus value for the economy 
as a whole were not equal to the total output of wage-goods, means of pro- 
duction, and luxury goods, respectively. Bortkiewicz reasoned quite correctly 
that these respective magnitudes must be equal in the equations of price 
calculation as well as in the equations of value calculation. Moreover, since the 
unit of price calculation will normally not be equal to the unit of value calcula- 
tion, the total price will normally not be equal to total value, as Marx assumed 
throughout. Bortkiewicz gave a logically consistent and mathematically ac- 
curate solution to this transformation of values (Vol. I) into prices (Vol. IIT). 

Bortkiewicz’s work has significance for contemporary economic theory be- 
cause it provides a solution, within the framework of the classical tradition, 
to the great problem which present-day economic theory is striving to solve, 
namely, the integration of macro- and micro-economic analysis. The dichot- 
omy between macro- and micro-economics was implicit in Smith and Ricardo 
and explicit in Marx and Bortkiewicz in the form of the distinction between 
value (macro) and price (micro). Working with this dichotomy clearly in 
mind, Bortkiewicz was able to provide a much more valuable critique of 
Marx’s work than was Béhm-Bawerk, who viewed the dichotomy as the es- 
sence of a great contradiction between Volumes I and III of Capital. 

In contrast with Bortkiewicz, who culminates an important tradition in 
economic theory, Dupuit inaugurates new doctrine. Marshall credits him with 
the discovery of marginal utility, antedating Gossen by ten years, and Hicks 
calls Dupuit the inventor of the concept of consumer’s surplus. He was antici- 
pated only by Cournot in the use of demand curves. For courses in the 
history of economic theory this lucid and substantial article provides an 
excellent introduction to the theory of marginal utility, and it is rich in sug- 
gestions on other subjects including taxation, price discrimination, the quan- 
titative method in political economy, and the theory of relative economy and 
fitness in transportation. Further significance attaches to Dupuit’s work in 
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connection with the genesis of ideas. His interest in economic theory appears 
to have stemmed from concern with a rationale for deciding, in his role as a 
government engineer, what public works should be constructed and what rate 
policies should be followed on projects such as bridges, canals and railways 
in a manner which would be consistent with maximum social welfare. His 
article appeared at a time when the issue what and where railways should be 
constructed was the leading economic question in France. 

Titles and authors of the remaining eight articles suggest the wide variety 
of subjects covered and the cosmopolitan selection of authors: “Some Remarks 
on Economic Accounting and the Law of Value,” by Tadeusz Dietrich 
(Polish), “David Davidson,” by Eli F. Heckscher (Swedish), “Risk and the 
Rate of Interest,” by Pierre Massé (French), “The Illusion of Fixed Costs,” 
by H. A. A. de Melverda (Dutch), “Principles of Production Planning,” by 
Giuseppe Ugo Papi (Italian), “Structural Changes on the Labour Market and 
Mobility of the Wage Level,” by Kjeld Philip (Danish), “Property and Power 
in the Theory of Distribution,” by Erich Preiser (German), and “The Wage 
Level, Employment, and Economic Structure,” by D. B. J. Schouten (Dutch). 
In the absence of space for discussion of each individual contribution, the 
following comments are confined to two of the eight articles. 

Preiser’s general theme in “Property and Power in the Theory of Distribu- 
tion” is that the ownership of property affects the functional—and not just 
the personal—distribution of income. Ownership, or lack of it, influences 
functional distribution mainly through the elasticity of the supply of labor, 
which is more inelastic for propertyless wage earners than for owners of 
means of production. He is critical of Béhm-Bawerk’s thesis that power 
gives way to economic law in the long run because of the ephemeral character 
of monopolies. What Preiser’s position seems to come to is that private owner- 
ship of the means of production is, or gives rise to, a monopoly as durable as 
the institutional arrangements themselves. Marginal productivity explana- 
tions of wages, although valid as a formal principle, have meaning only in 
relation to prevailing social institutions. 

In the article on “Risk and the Rate of Interest” Pierre Massé raises 
several interesting questions but offers less interesting answers. He arrives at 
an eclectic position that “. . . in equilibrium, interest is at one and the same 
time the reward of abstinence, the recompense for foregoing liquidity, and 
the counterpart of the productivity of equipment” (p. 148). 

If there are to be additional volumes in this series, the editors would do 
well to ponder the inclusion of older, more classic articles because the trans- 
lations from Bortkiewicz and Dupuit are by far the most valuable contribu- 
tions in the volume under review. Apart from these classics the main impres- 
sion left with the reader will probably be the mediocre quality of the postwar 
contributions of European continental economists. The editors could have en- 
hanced the value of the volume by indicating the criteria of selection of 
articles and by providing at least some information about the authors. 

DupLey DILLarD 

University of Maryland 
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Wirtschaftstheorie und Wirtschaftspolitik—Festschrift fiir Alfred Amonn zum 
70. Geburtstag. Edited by VALENTIN F. WAGNER and Fritz MARBACH. 
(Bern: A. Francke. 1953. Pp. 371.) 


This heterogeneous collection of papers is dedicated to Alfred Amonn on 
the occasion of his seventieth birthday. Amonn started out at the University of 
Vienna fifty years ago and has been professor of economics at the University 
of Berne for the last quarter century. From the outset his main concern has 
been with methodology stimulated by, though not uncritical of, the work of 
Carl Menger. His writings on that subject (Objekt und Grundbegriffe der 
theoretischen Nationalékonomie, 1911; Grundziige der Volkswohlstandslehre, 
1926) have created much interest on the Continent but are, despite their 
merits, not well known in this country. 

The Festschrift contains nineteen essays, hardly sufficiently related to 
justify even a common title. If some connecting link were to be looked for, 
one might find it in Ammon’s personal life. One large group of papers, several 
of them written by economists of Austrian background, relates to theory; the 
second large group mostly of a descriptive, institutional type, pertains to 
Switzerland, the author’s second home. It is impossible to discuss critically or 
even to mention every paper; hence an arbitrary and by necessity a not 
wholly satisfactory selection has to be made. So the more theoretical papers 
are chosen as presumably of greater interest to the American reader. 

Among these papers deserving mention is Otto von Zwiedineck-Siidenhorst’s 
contribution “Subjectivism in Socio-economic Theory” which contains inter- 
esting and somewhat nostalgic reminiscences on the scientific climate of 
Vienna at the turn of the century. 

Oskar Morgenstern’s stimulating paper “When is a Problem of Economic 
Policy Solvable” (the only contribution written in English) does undoubtedly 
merit attention. This is a refreshing essay in pure methodology related to 
discussions in the author’s earlier book, Te Limits of Economics (London, 
1937). Morgenstern wants us to benefit from the more precise meanings which 
the term “solution” has acquired in modern logic and mathematics. We should 
distinguish six different meanings: unique solution, number of solutions, 
alternative sets of numbers making a solution, no solution, permanent im- 
possibility of deciding whether solutions exist or not, and present ignorance 
regarding solvability. Such greater exactness ought to be of value despite the 
fact that axiomatisation of the kind achieved by physics has not been reached 
in economics nor is to be expected in the foreseeable future. The more urgent 
problems, though, arise from the frequent implicit constraints we put on 
solvability. Is the handling of the egg by Columbus or the cutting of the 
Gordian Knot by Alexander a solution? On the one hand, it seems that modern 
society limits ever more severely the permissible means for solution. For 
example, equilibrium of the balance of payments may be a solvable problem, 
yet we may ask, is it still solvable if we put restraints on the solution by 
postulating that certain price-level fluctuations or interest rate changes or 
gold flows are not permissible? On the other hand wars, and one should add 
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totalitarianisms, become thought of by some people as solutions of problems 
because fewer and fewer restraints are admitted on the means that are toler- 
ated. Greater methodological clarity, indeed, should be required in any dis- 
cussion of policy problems. 

Gottfried Haberler’s excellent and very useful essay on the present state of 
cycle theory is as far as I know not available in English. He attempts to find 
in the welter of conflicting approaches and methods the outlines of a generally 
acceptable theoretical structure. The change in the money-stream, parallel 
with change in the goods-stream, is considered as the immediate cause of 
change, but this is compatible with Keynes-related as well as Wicksellian-type 
theories and even others like Schumpeter’s approach. Haberler starts from 
Hicks’ model as the most important recent improvement on the Harrod- 
Hansen-Samuelson models. All of them use multiplier-accelerator interaction; 
the main difficulty with older models has been that slight differences in the 
magnitudes of the multiplier or accelerator lead to grossly different and some- 
times wholly unrealistic cycles. In the Hicksian model such differences matter 
little, within a wide range, since an exploding function is assumed anyway and 
the upswing ends with reverberations against the ceiling of full employment 
of resources. While the multiplier seems well established, frequently doubt is 
heard about the validity of the accelerator; some have tried to resolve these 
doubts by restricting the accelerator to intended changes but this is not a 
satisfactory solution. The lower turning point seems to be the least settled 
part of the cycle structure. The Pigou-effect is accepted despite doubt in its 
short-run power. Quite a few economists, though, prefer a Keynesian-type 
explanation. Many aspects ought to be considered in explaining the lower 
turning point none of which is conclusive in itself or exclusive of others. 
Haberler stresses the timely thought that recent models as well as policy 
proposals have taken the relevance of level changes too much for granted. He 
believes that reconsideration of older thinking about deepening of capital, 
relative wage changes, etc.—that is, some disaggregation—would be useful. 

Hans Bohi’s paper attempts, following Metzler’s ideas, to fuse in a formal 
manner the time lag between income changes and changes in consumer-goods 
production with the multiplier-accelerator mechanism. One of his models 
uses the assumption of working inventories to be kept constant, the other 
relates unsatisfied demand (not total demand) to production plans. These 
supplementary mechanisms may strengthen cyclical swings or bring about 
sufficint swings with very weak or doubtful accelerators. A generalized model 
of which the Keynesian is only a special case is set up by Herman G. Bieri. 
In the terms of the generalized model, the influences of the Pigou-effect, of 
the interest-elasticity of investment, etc., can be isolated. 

A good survey of the American and European theoretical discussion on 
flexible foreign exchange rates is contributed by Alfred Bosshardt and a 
largely taxonomic analysis of monopolistic market-forms by Fritz Marbach. 
Valentin F. Wagner judiciously discusses refinements of the quantity theory 
of money on the one hand and formalization of tautological quantity equations 
(identities) on the other hand. He confirms the practical importance of 
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rough approximations of a quantity theory even with less than full 
employment. 

Hans Meyer’s observations on the measurability of subjective value are 
rather unsatisfactory. He points to a solution through introducing a time 
ordinate along the lines of his contribution to the Wieser Festschrift a genera- 
tion ago. Unfortunately the use of the time ordinate is not clearly worked out. 
Of recent literature only the Neumann-Morgenstern approach is mentioned 
critically in a footnote, but hardly properly discussed on its merits. 

The remaining group of essays conforms more or less to the second part 
of the title of the book. Only a few specialists will be interested, e.g., in 
Alfred Walther’s study of the resistance of 18th century Swiss village crafts- 
men to domination by the town, or in Hans Reinhard Meyer’s discussion of 
Swiss transportation policy. 

Hardly anybody will want to read a book like this from cover to cover, 
yet it contains a good number of judicious, stimulating and valuable papers. 
I have referred to as many essays as feasible because it is rather difficult for 
anybody to keep track of papers appearing in such hard-to-find places. 
Unfortunately, the customary book listings in periodicals usually give only the 
very unspecific book title. There is a real danger that due to the great number 
of Festschriften, collections of essays, etc., appearing in Europe and in this 
country some important contributions may escape even the reasonably diligent 
and resourceful researcher. 


Marquette University WALTER FROEHLICH 


A Textbook of Economic Theory. By ALFRED W. STONIER and Douctas C. 
Hacve. (New York: Longmans Green. 1953. Pp. x, 513. $5.00.) 


This book is designed especially to prepare students at the London School 
of Economics for Part I (junior standing) of the requirements for the 
Bachelor’s degree in economics. The primary emphasis is on price theory, 
which is meticulously developed in the first section (350 pages). In the 
remaining chapters employment theory is treated more summarily, although 
the quality of the analysis is maintained. 

The writers describe the price theory as Marshallian in the sense of being 
partial equilibrium analysis. This is correct, since all of the price theory 
presented is concerned with partial equilibrium. The general equilibrium 
analysis of the Walrasian variety is omitted. Also equilibrium problems of the 
multiproduct firm are not considered. The more recent contributions in the 
field of imperfect competition are examined at some length, however, and the 
concepts of Joan Robinson and E. H. Chamberlin are carefully explained. The 
Paretian indifference curves are worked out in the earlier chapters and are 
used extensively in the later analysis, especially in the discussion on the 
theory of production. Quite evidently the writers placed very considerable 
reliance on Hicks’ Value and Capital. In fact, the work has a distinct Hicksian 
flavor throughout, as though the authors had become imbued even with his 
precise and penetrating style. 


ae 
x 
3, 
4 
| 
: 
oh 
4 


BOOK REVIEWS 409 


The chapters on wage theory and economic rent are strictly neoclassical, 
and are not impressive. The discussion on interest is derived for the most part 
from Irving Fisher; while the interpretation of factors influencing the rate 
of interest is included under employment theory, and is traceable to Keynes 
and Hicks. Frank H. Knight’s concepts of risk, uncertainty and profit are 
followed rather closely in the chapter on entrepreneurial activity. Passing 
reference is made here also to Burnham’s managerial revolution. Altogether 
the treatment of distribution might be rated as technically correct but 
uninspiring. One feels that much more might have been accomplished. By 
contrast, the presentation of the theory of production is exceptionally well 
done. 

The employment theory is mainly a discussion of Keynes’ General Theory 
of Employment, Interest and Money. The writers justify this concentration 
on one book by pointing out that there is no post-Keynesian orthodoxy which 
can be followed. On the other hand, the applicability of his theory to 
contemporary problems of deflation and inflation commands attention. The 
contributions of A. H. Hansen, R. F. Kahn, J. M. Clark, Gottfried Haberler 
and others are noted, and Dudley Dillard’s explanation of the Keynesian 
theory is taken into account. 

There are a few specific points which warrant comment. While graphical 
illustrations are used extensively throughout the book, there are one or two 
spots where additional illustrations might have helped. On page 115, or again 
in Chapter 10 on the Law of Returns, a graph to show total, average and 
marginal product would have been helpful. Also graphs to illustrate output 
equilibrium under conditions of monopolistic competition and oligopoly are 
customary and undoubtedly of assistance to students. On the other hand, in 
Chapter 6 the discussion of equilibrium for the firm with homogeneous and 
heterogeneous factors is very much superior to reliance upon the vague 
concept of a “representative firm.” The discussion of the money illusion 
(pp. 358-60) leaves the reviewer somewhat uneasy. Where many financial 
obligations are of a contractual nature, the tendency to regard money units as 
having, in part, fixed purchasing power over what might be a rather protracted 
short-run is not altogether illusory. Moreover, both producers and consumers 
are faced with the same problem. This is, however, an institutional rather 
than an analytical aspect of the question. The authors have presented the 
orthodox argument. 

After examining a textbook of this calibre it is not difficult to understand 
why graduates of the London School of Economics are rated so highly as 
theorists. Any student who has thoroughly mastered the work should be com- 
petent in basic economic analysis. It is an excellent antidote to some current 
theory texts which emphasize descriptive material at the expense of analytic 
rigor. Undergraduate students majoring in economics, and even graduate stu- 
dents, would be well advised to study the book carefully as a preparation for 
work at an advanced level. 

HENRY GRAYSON 

University of Maryland 
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Economic History; National Economies; Economic Development 


Income and Wealth of the United States: Trends and Structure. By SIMON 
Kuznets and Raymonp GotpsmitTH. International Association for 
Research in Income and Wealth: Income and Wealth Series II. (Cam- 
bridge, Eng.: Bowes and Bowes. 1952. Pp. vii, 328. 35s.) 


This volume contains two papers which survey, with a view to international 
comparisons, the longer-term trends of economic growth in the United States. 
In the first paper, Professor Kuznets deals with the movements of national 
income and its components over the eighty-year period 1869-1948 and, in an 
appendix, summarizes and evaluates the data available for earlier years. In 
the second paper, Dr. Goldsmith deals with the level and composition of 
reproducible tangible wealth for scattered years from 1805 to 1948 and gives 
annual totals for the period 1897-1950. The statistical series presented are of 
fundamental importance and have not appeared elsewhere in their entirety 
(though most of Kuznets’ basic material was previously available). In addition, 
very considerable interest attaches to the authors’ interpretations of their data 
in relation to the pattern of long-term economic trends in this country and 
the nature of underlying causal relationships. 

Kuznets gives decadal averages of gross and net national product, both total 
and per capita, both in current and in constant dollars, with breakdowns by 
industrial origin, by factor type, and by product use. In the eight decades 
covered, the constant dollar value of national product (either gross or net) 
has increased twelve-fold. Its rate of growth has been subject to long cycles 
of 20-25 years duration and has declined from an average of 4% per cent a 
year in the early decades to less than 3 per cent in recent decades. 

At the same time per capita net national product has almost quadrupled, 
though again there is evidence of a decline in the rate of growth. This decline 
apparently may be accounted for by: (1) the virtual cessation of growth in 
the percentage of total population included in the labor force—a cessation 
associated with the cutting off of large-scale immigration—and (2) decreases 
in the standard number of hours worked per week. Thus when NNP per 
worker is considered, with adjustment for changes in standard hours, no 
clear trend is discernible in the rate of growth. 

The continuing rise in NNP per worker may be traced in part to shifts 
from industries with relatively low product-worker ratios to those with 
relatively high ratios. Kuznets calculates that roughly four-tenths of the total 
increase may be accounted for in this way. He is less successful in relating 
the rise in productivity to increases in the supply of capital. While product 
per worker and capital per worker both tend to increase substantially over 
time, the per cent changes in these variables from one decade to the next 
show very little correlation, and the peaks and troughs in the growth rate 
of product per worker appear to lead by half a decade those of capital per 
worker. Kuznets is inclined to associate this phenomenon with the long swings 
in population growth which are found to lag the swings in income growth and 
which may be presumed to generate cycles in residential construction—a very 
substantial component of total construction. 
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On the other hand, it is not clear that the two series whose growth rates 
Kuznets compares are precisely the most relevant ones for the purpose of 
studying relationships between productivity and the supply of capital. One 
difficulty is that the product series refers to decade averages, while the capital 
series refers to decade midpoints. As a result, the comparison is somewhat 
misleading in such periods as 1934-43, when the product figure (and also the 
labor force figure) reflects the rapid increases which took place after 1939, but 
the capital figure does not. If the series on capital per worker is smoothed 
somewhat and if product per worker is adjusted for changes in unemployment 
and in standard working hours, then a reasonable degree of correlation may be 
discerned between the decadal per cent changes of the two series. This is the 
expected result if changes in productivity are generated in any significant 
degree by changes in the supply of capital. (It should be noted that capital 
per worker was not adjusted for changes in unemployment and working hours, 
since these changes, while clearly affecting product per worker, do not greatly 
affect the capital resources actually utilized by the average worker. ) 

Regarding the trends in industrial distribution of national product, Kuznets 
finds that “the common generalizations concerning the fall in the share of 
extractive or primary industries should be reformulated to read the share of 
agriculture; and that concerning the presumptive rise of tertiary industries 
should be reformulated to read the public utility and government sectors and, 
at least in the United States, should not be applied to the share of trade, or 
of the conglomerate of service industries proper.’”’ However, it is interesting 
to note that, even though the share in national product of the tertiary 
industries, excepting government and public utilities, has not increased, the 
share of these industries in the employed labor force doubled between 1870 
and 1940. Thus it would appear that the observed constancy in share of 
national product must be attributed to the relative slowness of growth in the 
(relatively high) product-worker ratios of these industries, which served to 
counterbalance the effects of the substantial influx of labor. Moreover, the 
failure of these industries to keep pace with the average increase in product 
per worker is itself connected with the fact that part of the over-all increase is 
precisely due to the movement of labor into the tertiary industries from others 
with lower product-worker ratios. 

Of the wealth of interesting and challenging findings which are set forth in 
this paper, two more will be briefly mentioned. First, the relative shares of 
service and property incomes, after remaining virtually constant throughout 
the first seven decades, shifted sharply in favor of the former under the 
abnormal circumstances of World War II (tremendous expansion of output, 
limitation of increases in the stock of capital, and government action to hold 
down interest rates and rentals). This shift appears to account in considerable 
part for the concurrent decline in the proportion of total income going to 
persons in the highest percentile of the distribution. Second, there is convinc- 
ing evidence that the share of net capital formation in NNP has declined 
throughout the twentieth century, in spite of substantial increases in per 
capita income. This decline, which is at variance with the relationship between 
income level and rate of saving found in cross-sectional studies, may have 
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important implications from the full employment, as well as the growth, point 
of view. 

Goldsmith’s paper is much the shorter of the two, and a large portion of it 
is necessarily devoted to evaluation of data sources and discussion of 
estimation procedures. No attempt is made to measure total national wealth, 
but only that subcategory which is durable, reproducible, tangible, and 
designed for civilian use. This is the portion most directly related to ordinary 
concepts of economic growth, and at the present time it represents approxi- 
mately 85 per cent of total civilian wealth (or roughly three-fourths of the 
total including military assets), though in 1805 it accounted for less than 
half of the total. 

Goldsmith finds that the constant dollar value of reproducible tangible 
wealth (RTW) has increased at an average annual rate of a little over 4 per 
cent during the last century and a half. The rate of growth of per capita 
RTW has averaged 2 per cent a year, rising from a little over 2 per cent in the 
first half of the nineteenth century to 2'4 per cent in the second half, falling 
to a little under 2 per cent in the period 1900-1930, becoming negative during 
the depression, and rising to what appears to be an all-time high of over 4 per 
cent in the postwar years. 

The only breakdown of RTW which could be carried back to the earlier 
years is one based primarily on type of use, with a superimposed industrial 
breakdown between agriculture and the remainder of the economy. Consumer 
assets (residences and consumer durables) were found to account for about 
two-fifths of the total throughout the period, with some internal shift in 
favor of consumer durables during the twentieth century. The relative 
importance of agriculture steadily declined from about 60 per cent to about 
10 per cent of the total, while the relative importance of nonagricultural 
business structures—though not of business equipment—declined during the 
twentieth century. (The latter finding is completely in accord with the trends 
in capital formation noted by Kuznets.) 

One final point of considerable interest relates to the ratio of RTW to net 
national product, available annually for the period 1897-1950. This ratio, in 
spite of the very rapid capital accumulation of the postwar years, still 
remained in 1950 substantially below the level which was maintained with a 
high degree of constancy from 1897 to 1930. It remains to be seen whether 
this represents a real change in structure or whether the current upsurge in 
capital formation will continue until the pre-1930 level of the ratio is 
approached. 

JEAN BRONFENBRENNER CROCKETT 

Malden, Massachusetts 


Home and Foreign Investment, 1870-1913: Studies in Capital Accumulation. 
By A. K. Carrncross. (Cambridge: University Press. 1953. Pp. xvi, 
251. $6.00.) 

The larger part of this volume is an extensively revised version of the 
author’s doctoral thesis (Cambridge, 1937), often used and quoted but until 
now unpublished. Two of the ten chapters make use of material from journal 
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articles and three are reprinted. The parts, nevertheless, are closely integrated 
with the central theme of investment and its relation to the maniiold strands 
of Victorian economic development. 

Technology, virgin resources, and population growth and migration, begot 
and justified Victorian faith in economic progress and investment, though its 
basis was disappearing even in 1914. In the long swing British foreign 
investment was largely at the expense of home investment, although in the 
short period they moved together. Accordingly, a mighty see-saw began 
between home and foreign development. When population and processing 
capacity were increasing more rapidly than foodstuffs and raw materials, the 
terms of trade turned against Britain and in favour of one or more of the 
fringe areas; and capital and population flowed abroad and into export 
industries, as in the early ’seventies, the ’eighties, and from 1905 to 1913. At 
home, interest rates rose; pressure on utilities and housing slackened; domestic 
construction diminished. When increases in food and raw materials out- 
distanced population and manufacturing, the terms of trade became more 
favourable to Britain; eventually, foreign investment and emigration fell. 
At home, low interest rates and migration to towns favoured construction; and 
home investment increased, as in the later seventies and the ’nineties. 

To test this main thesis Professor Cairncross requires, among other 
materials, measures of British home and foreign investment, of the terms of 
trade, and of migration. To arrive at home investment, data from the Census 
of Production of 1907 were used to estimate gross fixed capital formation, net 
home investment, and new construction for that year. The estimate of new 
construction is extended to other years using an index formed by adding four 
annual series: value of new building, shipbuilding, gross investment of British 
railways, and loan expenditures of local authorities. This measure of new 
construction may also approximate net home investment though fluctuations 
in inventory will make for differences in individual years. The series on 
building has been revised; and sales of machinery are no longer included in the 
index, though the estimates of iron and steel consumption are given as well 
as the conversion factors formerly used. Presumably, then, the revised 
estimates of new construction differ somewhat from those used, for example, 
by Leniant (Economica, May, 1951), and Phelps Brown and Handfield-Jones 
(Oxford Economic Papers, Oct., 1952). 

For foreign investment, C. K. Hobson’s estimates have been extended, and 
revised with respect to the earnings of shipping and for interest and dividends 
from abroad. The revised totals are even lower than Hobson’s which in turn 
appear low relatively to competent estimates of capital held abroad at the 
beginning and end of the period. Cairncross suggests, among the possible 
reasons for the discrepancy, the existence of capital gains or the ploughing 
back of unreported profits from abroad. Imlah has very recently (Economic 
History Review, V (2), 1952) countered this difficulty by including in his 
estimates a substantial sum as the profit accruing abroad to British firms en- 
gaged in the export and import trade. Fortunately there are no serious dis- 
crepancies between Cairncross, Hobson, and Imlah as to the timing or the 
extent of the fluctations. Terms of trade for Australia are given by Roland 
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Wilson’s index, for Canada by a combination of Viner’s price indexes, and 
for Britain by a hitherto unpublished index calculated by P. K. Debenham 
and corrected for the imported materials used in exports. The British index 
resembles Schlote’s (used by Brown and Handfield-Jones) rather more than 
Imlah’s (used by Rostow). The migration studies of Weldon, extended fore 
and aft, established the importance of internal and external migration con- 
sistent with the Cairncross thesis. 

During the early ’seventies total investment is found to have exceeded 15 
per cent of national income; from the mid-’seventies to the mid-’nineties it 
averaged 11 per cent and for the last 18 years 12.5 per cent. Capital exports 
were almost as great as home investment in the early ‘seventies and in the 
later eighties; they were greater from 1907 to 1913. In this last period, while 
Britain was exporting half her saving, Canada financed half her total new 
fixed capital (estimates of K. A. Buckley) by capital imports (Viner-Knox) ; 
and the large inflow of immigrants fluctuated with increments in exports and 
fixed capital formation. By the end of the period Britain had invested abroad 
almost as much as her entire national wealth. 

The short-run analysis involving investment, income, employment, interest 
rates, terms of trade, and money and real wage rates, cannot be discussed 
here. The banking system is granted pretty much its usual tasks; but the 
terms of trade have been assigned a central long-run function which obscures 
the different short-run behavior uncertainly attributed to it in narrower 
models. 

Throughout, the main estimates and conclusions are tested and comple- 
mented by detailed qualitative and quantitative information. Cairncross is 
to be complimented for compressing so much into a readable volume of this 
size. He explains that to have used the work of the many who have recently 
worked in related fields would have involved further delay and required a 
longer book. 

G. A. 

University of Toronto 


Maturity and Stagnation in American Capitalism. By J. StEtNpDL. Oxford 
University Institute of Statistics monograph no. 4. (Oxford: Basil Black- 
well. New York: Augustus M. Kelly. Pp. ix, 248. 30s; $4.50.) 

This is a most interesting and provocative book. To all those interested in 
the topic of capitalist economic development, it is strongly recommended. Its 
outstanding over-all feature is that it is written in the grand classical 
tradition. It combines microanalysis with macroanalysis and seeks to project 
central tendencies in the secular development of capitalism; as such it has 
a rich intellectual ancestry. In its own particular version of end-product of 
capitalist development, viz., stagnation as a result of the growing concentration 
of industry, it has its antecedents in the work of Marx, Joan Robinson, 
Keirstead, Domar, and most of all, Kalecki. The work is marked by a 
praiseworthy effort to test and buttress the theoretical argument, where 
possible, by drawing on empirical data. However, some of the attempts made 
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to overcome the inadequacies of the data for purposes of study of the problem 
under consideration will probably provide a field day for many readers. 

The book is divided into two parts. The first is a study of some aspects of 
microeconomics designed to establish the principal ideas upon which much of 
the argument in the second part is based. Among the more important of 
these ideas is an investment function which relates investment in a positive 
manner to the rate of accumulation of retained earnings, and in a negative 
manner to the ratio of total business assets to equity capital (the “gearing” 
ratio), and to the degree of (unplanned) excess capacity. (Later the profit 
rate is explicitly introduced on the grounds that a higher rate may offset the 
effects of a rise in the gearing ratio.) Then, combining theoretical analysis 
with a not-always-convincing resort to statistical data, Steindl devotes a good 
deal of the remainder of the first part to an analysis of the contrasting 
characteristics of competitive and oligopolistic industries. It is argued that the 
former by resort to price and nonprice competition can always eliminate 
excess capacity and profit margins above normal, while the latter, except in 
rare circumstances, cannot. The reason for this difference in behavior lies in 
the existence of wide cost-differentials and relatively strong profit and financial 
positions among firms in oligopolistic industries as compared to those in 
competitive industries. 

Part II is mainly “macro” in nature, and is devoted principally to the 
development of a strictly endogenous theory of secular trend, presented both 
in detailed literary and mathematical form. The theory is then utilized to 
explain what the data show to be a steady secular decline in the proportionate 
rate of capital accumulation in the United States, starting around the turn 
of the century and culminating, according to Steindl, in the stagnant ’thirties. 
An interesting chapter on Marx and Paul Sweezy brings the book to a close. 

Stripped to its bare essentials, the basic argument is as follows: The avail- 
ability of capital funds out of retained earnings is a major inducement to 
invest. With a given propensity to save (and this is crucial) business firms in 
general tend to accumulate internal savings on the basis of net profit margins, 
and the greater these profit margins, the greater the rate of “internal accumu- 
lation.” The reasoning behind this relationship involves a variation of the 
familiar “profits principle” and takes its cue chiefly from the work of Kalecki 
(Studies in Economic Dynamics |1943], p. 52). 

Under the impetus of the steady growth of industries characterized by 
oligopoly, there will be, as there has been been in the United States, a general 
tendency for profit margins and the rate of internal accumulation in these 
industries to rise. Unless the (percentage) rate of capital accumulation in- 
creases in proportion to the rise in the rates of internal accumulation, there 
will be a decrease in aggregate monetary demand. In the competitive indus- 
tries, this will be reflected, through price and nonprice competition, in a 
reduction in profit margins and a squeezing out of competitive firms. In the 
oligopolistic industries, by contrast, the result will be a reduction in the 
utilization of capital. Through the depressive effects of the latter on profit 
rates and internal accumulation, there will follow a decline in the secular rate 
of capital accumulation. 
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Alternatively, or additionally, there will be a gradual redistribution of 
profits away from the competitive sectors in favor of the oligopolies. The latter, 
however, are confronted with a much stronger threat of excess capacity, 
because of the difficulty of expanding at the expense of competitors; their 
marginal propensities to invest will thus be smaller than those of the former. 
Hence this redistribution of profits will act to reduce the increment in aggre- 
gate investment consequent upon a given increase in profits for the economy 
as a whole, providing further downward pressure on the secular growth in 
capital. 

It is immediately evident that this sequence of events leads to stagnation 
only if there are no offsetting movements in either the government or 
foreign sectors, or else a corresponding decline in the aggregate propensity to 
save. (Joan Robinson has also suggested a counteracting force in the form of 
increasing trade-union pressure for higher wages and other fringe benefits, 
enabling the workers in such industries to share in the profits.) Steindl rejects 
the possibility of any offsetting movements in the aggregate saving function, 
on the grounds that savings in general are prone to be inelastic with respect to 
changes in income, particularly for those groups who provide the bulk of 
saving out of personal income. While there is room for dispute over the details 
of some of his argument on this score, this reviewer is inclined to agree with 
Steind] and has recently drawn similar conclusions elsewhere (Economic 
Journal, Sept., 1953, p. 608). Steindl’s theoretical reasoning on the potential 
influence of growing budget deficits and/or foreign trade surpluses, however, 
is bounded by such extraordinary assumptions as to make his conclusions on 
these matters exceedingly dubious. There would seem to be no question, in 
theoretical principle, that budget deficits, at least, can be made to behave in 
the required manner (although it may be shown that it is necessary for the 
business propensity to save to decline at the same time, something that 
Steindl and probably others are unwilling to concede). Nevertheless, it is clear 
from the historical data that the long-run behavior of neither the budget nor 
the foreign trade balance has been in accord with the theoretical requirements. 

In the absence of such offsets, it would appear that (despite such extreme 
assumptions as those that make business saving and investment unchanging 
functions of the profit rate and rate of internal accumulation, respectively) if 
we accept Steindl’s basic thesis concerning the long-run behavior of investment 
in mature capitalism, stagnation characterized by chronic underemployment 
is inevitable. Critical commentary must therefore center largely on his views 
of oligopoly selling and investment behavior and on his theory of investment. 

His strictures on the theory of oligopolistic selling behavior, it would seem, 
should be restricted to basic industries, where the nature of the buyers (indus- 
trial) rules out nonprice competition. For those that deal with the consumer, 
product and advertising competition, whatever their merits on other grounds, 
would appear to be strong. Product competition is also apparently strong in 
some basic industries such as chemicals. 

Competition of the latter kind, of course, has taken the form primarily of 
the introduction of new products. It is in just this area that Steindl’s argument 
seems to be weakest. His concept of technological progress is limited to cost- 
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reducing innovations. Except for a curt dismissal of the topic in a footnote, 
there is no discussion of the role of new products, especially those that have 
given rise to new industries (even where introduced by old firms), in creating 
investment opportunities.* 

This omission is no oversight. It is the product of the author’s effort to 
develop a strictly endogenous theory of investment. In a way, it represents 
the culmination of a reaction to the persistent failure of “macro” economists, 
particularly those with a mathematical or econometric bent, to subject the 
behavior of innovational investment to economic analysis, to their insistence 
on subsuming such (autonomous) investment under a vague, random, shock 
term whose treatment runs in terms of some probability analysis. However, 
the proper solution to this problem consists in large part of a comprehensive 
analysis of such phenomena as the determinants of invention and innovation. 

It does not lie in the direction indicated by Steindl. Thus: “Innovations . . 
affect only the form which net investment takes. Innovations are applied 
because business has money available, and demand is such as to produce a 
high level of utilization. . . . Technological innovations accompany the process 
of investment like a shadow, they do not act on it as a propelling force” 
(p. 133). In the case of many cost-reducing innovations there may be an 
element of basic truth in this position. For contrary to popular belief, this 
form of technological advance is commonly characterized, not by grandiose 
innovations, but usually a series of continuous, small changes. As such, they 
are most frequently incorporated into the process of replacement investment. 
The same may be true of minor variations in product. 

But this argument cannot be applied to the introduction of such major in- 
novations as the telephone, the automobile, television, etc. The general tenor 
of the “new product” argument in relation to net investment is too well 
known to require elaboration. But its significance for Steindl’s thesis is note- 
worthy. Underlying his assertions that oligopolies invest at slower rates than 
competitive industries is the implicit assumption that each sector is always 
producing “old” products. When this is true, the threat of excess capacity, 
central to his basic argument, assumes much greater importance than it 
would if the possibility of product innovations were allowed for. Then, for 
example, if a rise in the profit rate in the oligopolistic sectors is accompanied 
by an increase in product innovations, as many would contend, the faster rate 
of expansion there need not give rise to excess capacity, since the markets for 
these products may grow faster than those of the other sectors. By the same 
token, the proposition about the stronger fears of excess capacity in the 
oligopolistic sectors loses much of its force. Once the possibility of product 
innovation is considered, the problem of “expanding at the expense of com- 
petitors” is put on an entirely different plane. And correspondingly, the link 
between the influence of utilization in the production of old products and 


* The importance of “product” innovations vis a vis cost-reducing ones has received added 
emphasis from the revelation that expenditures on research have been distributed between 
these two areas on a 3 to 1 basis in favor of product development and improvement, and 
that this ratio is growing. See G. F. Bloom, “Wage Pressure and Technological Discovery,” 
this Review, Sept. 1951, XLI, 607. 
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(autonomous) investment in the production of new ones is weakened. 

It should be clear, though, that these considerations do not render the 
innovations and monopoly arguments mutually exclusive. However, the 
emphasis is shifted somewhat. For the two approaches to stagnation join 
hands on the question of whether the large-size firm, with its ability to finance 
research on a scale unknown in the past, has speeded up the pace of tech- 
nological advance, or whether through its monopoly powers and concern not 
so much about excess capacity as about losses on sunk capital and/or the 
speed of recovery of new investment, it has acted to retard the rate of innova- 
tion. This issue strikes the reviewer as one of the central, and still unanswered, 
questions of mature capitalism. 

D. HAMBERG 

University of Maryland 


The Economic Development of Ceylon. Report of a Mission organized by the 
International Bank for Reconstruction and Development. (Baltimore: 
Johns Hopkins Press. 1953. Pp. xxiv, 829. $7.50. Also printed at Colombo 
by the Ceylon Government Press in two volumes, Rs. 15.) 

The main function of the economic development reports of the Inter- 
national Bank is to serve as an obviously informed and conscientious desk- 
reference and bedside companion to the local distracted government official 
and overbusy journalist. Such a report is conspicuous, and it is above local 
political interests. It performs a valuable service. The levels of public dis- 
cussion and of political combat are inevitably raised. 

This report is an excellent one. It is readable, tactful with respect to items 
of current practice and planning that it criticizes, and encyclopedic at a 
practical level. 

The Ceylon economy is at a critical point. The population of Ceylon in 
1871 was 2.4 million; today it is over 8 million. The rate of rise has recently 
increased from 1.7 per cent a year (in 1931-46) to 2.8 per cent a year 
(in 1947-53). The main cause is DDT’s victory over malaria. 

At the same time the expansion of the export sector of the economy— 
mainly tea, rubber, and coconuts—has slowed down. The acreages of tea and 
of coconuts have not expanded appreciably since 1906, though efficiency of 
production of tea has risen by 30 to 40 per cent. Rubber exports have been 
rising (recently to China!) but the rate of expansion is lower than thirty 
years ago. A forthcoming study by Gamini Corea indicates that expansion in 
the subsistence area of the economy has not been sufficient to offset the 
slowing down of growth in the export sector: population pressure has reduced 
the average peasant rice holding to under one acre. Pressure of population on 
production is accompanied by instability of export income: prices of tea, 
rubber and coconuts are volatile. On the other hand, over half of imports are 
foods. Roughly half of Ceylon’s daily rice is imported. 

Yet the situation is not bad by regional standards. Average income is 
probably double that of India, and second only to Malaya’s in South Asia. 
Average rice yields are low—which spells opportunity: they could be doubled 
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by simple improvements in cultivation. The government of this six-year-old 
dominion is stable and democratic; the country is peaceful, no armed forces 
of size are necessary. The government and the country as a whole are pre- 
occupied—sometimes wryly and skeptically—with the possibilities of develop- 
ment. 

A different government policy three years ago could have made the present 
situation much better. During the Korean boom in export prices, a windfall 
tax on exports plus normal larger savings increased Ceylon’s foreign assets by 
one-third, to Rs 1240 million. These assets should have been husbanded for 
economic development. They were, in fact, drawn down rapidly by an 
increased subsidy of rice and other foods, just at the time that the Korean 
boom was fading. A permanent outlay should not be financed by temporary 
income; and present consumption should not, above all in a land of rapidly 
rising population, be financed at the expense of future consumption. The 
subsidy has recently had to be reduced, at the cost of sharp political resent- 
ment. Even so, foreign assets have fallen by about half from their maximum. 

Here is an example of political policy that was much too generous to the 
public at large in the short run. It is in extreme contrast to the theoretic 
portrait of the hard-boiled bourgeoisie whose governing committee refuses 
even crumbs to the proletariat, that P. A. Baran invites us (Manchester 
School Studies, January 1952) to consider a model. 

Outstanding aspects of the Report are: (1) Its emphasis on population 
increase as the critical problem development must surmount. (2) Its distrust 
of government enterprise and wish to encourage private enterprise—not so 
much a doctrinaire viewpoint as a plain induction from lamentable govern- 
ment ventures in the field of industry. (3) Its preference for relative ad- 
vantage as a criterion for industrial and agricultural expansion, rather than 
for “balanced development’’—and I think they are altogether right in this 
emphasis though the criteria of relative advantage are clear only in the 
abstract, and difficult to ascertain in concrete cases. (4) Their recommenda- 
tions for establishing an Economic Planning Secretariat, a Development Cor- 
poration, and an Institute for Applied Research on the model of the successful 
Mexican institute. The first has now already been born, the second shows signs 
of life, the third appears to be foundering because of ill-advised opposition 
from existing institutions. 

I have one criticism of importance, and a comment on the financial data. 
The criticism is that the Mission was in error in its view that income tax rates 
are relatively low and might well be higher (pp. 177-78). My own checked 
calculations are that Ceylon rates are intermediate throughout the whole 
range of incomes between those of the United States and the United Kingdom, 
but nearer those of the United Kingdom: a taxable income of $18,000 was in 
June 1953 subject to a marginal tax rate of 78 per cent. (A “profits” tax is 
usually applicable at $10,500 and more, in addition to the regular “income” 
tax. Perhaps the Mission missed this additional burden smuggled into the tax 
levy on individuals.) The July 1953 budget raised income tax rates by about 
one-eighth further—though the probable injury and increased evasion result- 
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ing are mitigated by incentive schemes. The rates are now probably higher 
than those of the United Kingdom. 

If one wishes to rely on a private economy for economic development, as the 
Mission does in the main, surely rates should have been lowered, not raised. 
The goal of greater equality of wealth and income (incomes are far more 
unequal in Ceylon than in the United Kingdom or the United States), and the 
political stability correlated with equality, can be sought with less disin- 
centive cost through heavier estate and inheritance duties. These have been 
very mild—e.g., an average and marginal tax of only 10 per cent on bequests 
of $100,000. Rates could be much heavier initially, and might well be 
increased for successive transmissions. 

The comment on financial data is that the best estimates of the Mission as 
to financial resources available to Ceylon for development were obsolete before 
the Report was in print, through the effect of subsidies plus sharp deteriora- 
tion of the terms of trade. This is no criticism of the Mission; simply a note 
on the changeability of Ceylon’s economic weather. 

The Mission’s report is consulted in Ceylon for judgment and perspective 
when an economic project is under consideration. It will be a continuing 
influence for good. The Mission members have served Ceylon well. 

THEODORE MorGAN 

University of Wisconsin, 

formerly Bank of Ceylon 


An Econometric Model for Development Planning (with Special Reference 
to India). By C. M. Patvia, (’s-Gravenhage: Institute of Social Studies. 
1953. Pp. vi, 85.) 

This small volume, by a professor of economics at Victoria College, Gwalior, 
India, was done as a Ph.D. dissertation under the direction of Professor J. 
Tinbergen. It clearly shows its origins as a doctoral effort, but it also repre- 
sents a useful effort to apply the econometric technique to the problems of an 
underdeveloped society. The study is an attempt to assess for India the main 
economic factors in the problem of development and to determine the order 
of magnitudes which would make possible the doubling of real national income 
per capita within twenty-two years. 

Chapter 1 is devoted to a brief description of the appalling differences in 
living standards between economically developed and underdeveloped countries 
as reflected in United Nations measures of income per capita, calory consump- 
tion per capita and life expectancy. For the author the problem of develop- 
ment is essentially a problem of raising national income per capita, and this 
is for him above all a problem of production. This problem, he points out, is 
more difficult for India than for countries in Africa and South America because 
of the character of population pressure on resources. 

Given the urgency of economic development in countries such as India, 
Chapter 2 argues for the necessity of planning, although the character of this 
planning is left vague. Once the case for planning is established to the author’s 
satisfaction, he urges (p. 13) the use of an econometric model: 
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The (development) policy will have to be based on a consistent set of 
estimates for the quantitative development of population, production, 
capital formation and some related phenomena relevant to development. 
Such a consistent set of estimates has to be based on an economic and 
statistical analysis of the main forces at work and their mutual relations. 


Chapter 3 describes the type of model to be used, a closed economy con- 
sisting of one agricultural sector and one nonagricultural sector. (The non- 
agricultural sector comprehends Colin Clark’s secondary and tertiary group- 
ings.) He lays out eight structural equations. 

Chapter 4 provides the data for the base year, 1948-49, filling in the 
numerical values of his parameters. In Chapter 5 Palvia establishes his de- 
velopment objectives. In the twenty-two years between 1948-49 and 1970-71 
he proposes to double the per capita real income of the society. A second 
aspect of his development target is the proposal that a portion of that expanded 
economic capacity is to be reflected in an increase of fifty per cent in the 
food calories available per head. He assumes for his model a not unreasonable 
population increase rate of 1.25 per cent per year during the first 12 years 
and a slightly lower rate of annual increase (1.20 per cent) for the next 10 
years. (This would give him a rate of increase of population roughly approxi- 
mating that currently assumed by the director of the Indian Census.) He esti- 
mates that productivity due to increased skill in the Indian economy will in- 
crease at the rate of one per cent per year. He also makes certain judgments 
regarding the possible expansion of agricultural land and the annual average 
rate of saving in the economy. Given these assumptions and values, he emerges 
with a set of variables and constants which in Chapters 6 and 7 he manipulates 
in various ways. Here he attempts to estimate alternative programs based on 
slightly modified assumptions. The concluding chapter contains a discussion 
of the results in terms of feasibility. Among the twenty-eight cases explored, 
three programs emerge as reasonable in terms of the assumptions made and in 
terms of the resource possibilities. Yet even these three most likely cases 
require, for the successful fulfillment of the plan, capital imports ranging 
from 3 to 3.5 billion dollars annually for the twenty-two year period. 

This review is necessarily too short to deal with the technical characteristics 
of the model, the shapes of the production functions derived from Cobb- 
Douglas, the assumptions determining the price and income elasticities affect- 
ing consumer behavior, the assumption that wages in his two sectors will be 
a result of demand and supply forces, and the rest. A critique of these aspects 
would lead inevitably to a consideration of the validity of econometric models 
for societies undergoing drastic social change. On this point the reviewer must 
plead a skeptical bias. 

But accepting this volume on its own terms as an interesting effort within 
narrowly defined limits, its weakness lies not so much in the form of the model 
as in the nature of the statistical data. Most of this is, of course, not the 
fault of the author; it is a problem that faces anyone attempting to use 
Indian statistics. However, Palvia does use his statistics with a sense of 
assurance which they do not warrant. And it is here that he sins beyond the 
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limits permitted the econometrician. Some comments on his agricultural 
sector estimates must suffice. Speaking of the possibilities of expanding agricul- 
tural land, he refers to the existence of 98 million acres of cultivable waste 
and glibly assumes that at least 70 million can be brought into cultivation 
during his period. Currently, however, authoritative judgment is that only 
about 11 million acres are economically cultivable. Again, he assumes that all 
58 million acres of cultivable fallow can be brought into productive use 
without any relevant capital costs. Both of these judgments are clearly invalid. 
Further, he neglects the critical fact of wastage, that while some land is 
being brought under cultivation other land is going out of cultivation. Between 
1946 and 1949 perhaps 10 million acres of cultivated land reverted to fallow. 

But whatever the weaknesses of Professor Palvia’s data, the job he has 
done is an extremely useful one. It suggests, what ought to be made more clear 
than it usually is, that the task of achieving in India even the modest objective 
of doubling per capita output in twenty-two years under current social and 
institutional assumptions, with no significant increases in saving, would be an 
extremely difficulty task. It would, in addition to all else, require foreign aid 
on a huge (almost utopian) scale. If Palvia’s judgments about his data were 
brought more in consonance with what seems reasonable, the task would 
probably be even more difficult. What the case would be under different 
institutional arrangements is, of course, another matter. 

M. D. Morris 
University of Washington 


Management of Agriculture and Food in the German-Occupied and Other 
Areas of Fortress Europe. By Kart Branpt, in collaboration with Orto 
ScHILLER and Franz An tocrimm. (Stanford: Stanford University Press. 
1953. Pp. xxxiv, 707. $10.00.) 


Professor Brandt and his associates have devoted great effort and detail to 
analyzing management of food and agriculture in German-occupied areas of 
Europe. For a treatise of its kind, the volume shows remarkable workmanship 
in marshalling, presenting and interpreting relevant data. The task evidently 
was tremendous and was made possible by a Rockefeller grant which enabled 
Brandt to spend time in Europe gathéring information, surveying captured 
documents, and obtaining judgments from selected individuals. Some of the 
persons contacted were directly related to administration and management of 
food and farm policies, both in Germany and occupied countries. Dr. Schiller 
and Dr. Ahlgrimm, German agricultural economists, not only wrote a portion 
of the text but also obtained elaborate memoranda from many of their 
colleagues. This volume is mainly concerned with describing wartime policies, 
although it necessarily touches upon policy interpretation. A complete analysis 
of policy is forthcoming in the second volume. 

After initial discussion of the military and diplomatic events preceding the 
outbreak of war between Russia and Germany, including the interdependence 
of agricultural production and food-consuming centers of Europe, separate 
chapters are devoted to these occupied areas: Poland, Russia, Croatia, Serbia 
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and the Banat, Hungary, Bulgaria, Rumania, Greece, Slovakia, Denmark, 
Bohemia-Moravia, Norway, Finland, Holland, Belgium, France and Italy. 
Several chapters are devoted to Russia, with interpretation not only of food 
policies but also of German failure to capitalize on political unrest in the 
Ukraine and other areas. Impressive are the figures indicating that the German 
economy not only provided resources for its own civilian economy and armed 
services but also contributed large inputs of breeding stock, machinery, seed 
and fertilizer to scorched-earth areas, often with very little return before being 
driven from a particular agricultural region. Also of interest was the gearing 
of military strategy, including areas of attack and timing of campaigns, to 
agricultural production. 

Each chapter includes figures and interpretation of: (1) patterns of agricul- 
tural production and resource use prior to outbreak of hostilities, (2) changes 
in production during the conflict, (3) disposition of crop and livestock 
products, (4) general directions and goals of agricultural production, (5) ad- 
ministrative machinery including food rationing, collection systems, produc- 
tion quotas, price policy and other details of managing and allocating re- 
sources. The contribution of each area to the German food economy is illus- 
trated with tabular materials and is explained in detail. The text also outlines 
the technical assistance, direct resource contributions and other attempts to 
increase and improve production in occupied areas. Although it is not directly 
apparent from the figures, it appears that resource inputs exceeded food out- 
put in selected Eastern areas, although the opposite was certainly true in the 
West. While a great deal of livestock was killed in the 1939 invasion of 
Wartheland, or driven away by fleeing Poles, the importation of breeding 
stock from the Old Reich replenished young stock and soon had production 
back near normal levels. 

While Germany occupied 40 per cent of the prewar crop area of the Soviet 
Union, and a greater proportion of its agricultural production potential, it 
never attained its expectation of important utilization of food resources. The 
scorched-earth withdrawal of the Soviets, the large input of tools and seeds 
and the early withdrawal of German troops prevented the obtaining of as 
much food as expected from Russian territory. However, the fact that Ger- 
many was never faced with a food crisis was partly made possible by the 1.8 
million tons of grain, 200,000 tons of margarine, 67,000 tons of meat, 133 
million eggs and 62,000 tons of sugar which moved to the Reich, as well as 
by the foods and feeds provided directly to the occupying army. These figures 
are but a sample of those which show the managed flow of resources and 
products between agricultural and consuming sectors of the occupied 
aggregate. 

The authors provide not only the statistics and detail of agricultural organ- 
ization, but also insight as to local unrest, tenure arrangements, political and 
occupational friction, farm inflation and prosperity, resistance movements, and 
other facets of human conflict which contributed to or detracted from par- 
ticular programs and policies. The treatise is descriptive and statistical, rather 
than analytical. Presumably the following volume will deal with the latter 
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aspects. However, the document is an extremely important addition to litera- 
ture in the social sciences. Its contents will be drawn upon heavily in the 
future by economists, historians, sociologists, psychologists and other spe- 
cialists in social sciences. 

The book is somewhat lacking in uniformity of organization from chapter 
to chapter. Also, some of the text material might well have been summarized 
in tabular form. However, these limitations are probably unimportant. 

O. HEADY 

Iowa State College 


Precios, Salarios y Mordidas. By Roprico Garcia TREviNO. (Mexico: Edi- 
torial America. 1953. Pp. 302. 12 pesos.) 


Mexico’s economic development is being imperiled by an exaggerated 
inequality in the distribution of its national income. That, in a word, is the 
burden of Sr. Garcia Trevino’s commendable volume. 

Although recognizing the need for a marked inequality of income in a 
rapidly industrializing nation, the author argues that in Mexico it has gone 
too far. As a result, profitable investment in further industrialization is 
undermined and only a small part of the present huge profits from Mexican 
industry are being ploughed back into manufacturing. They are going into 
speculation rather than into real investment. This analysis is well documented 
by figures on recent profits of leading Mexican industrial, commercial and 
banking firms. 

There are two basic causes for this situation, as Garcia Trevino sees it: 
faulty organization of agriculture, and recent government policy of encourag- 
ing higher prices of industrial goods while keeping down urban wage rates. The 
volume, written by an old revolutionist and one-time leading trade unionist, 
makes one of the strongest attacks which has so far appeared on the form 
which the agrarian reform movement of Mexico has taken. Although admitting 
that he himself was once a supporter of the ejido, the semicollective farm 
which has been the favorite form of agricultural enterprise during the 
Mexican revolution, he has reached the conclusion that it has failed in both 
economic and human terms. 

Garcia Trevino argues that Mexican agriculture must be reorganized. Mem- 
bers of ejidos must be given full title to their land, with ability to sell, rent, 
mortgage or otherwise dispose of it. The only restriction he would suggest is 
a limitation of the amount of land any individual might own. Such a move 
would provide sufficient initiative to induce the former ejido members to 
greatly increase their productivity; which in turn would both markedly 
expand rural purchasing power, and reduce urban prices for agricultural 
products. 

The other change needed in Mexico is a readjustment of the urban part of 
the national income. He points to the extraordinary profits of most important 
industrial, commercial and banking firms. He notes the “hidden profits” 
gained by that considerable number of “friends of the President” who in 
recent years have enjoyed monopoly privileges in a considerable range of 
industries and services; as well as by receivers of the mordida, that ubiquitous 
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extra payment which has always been a feature of Mexican life, but particu- 
larly in recent years. 

This book is an exceptionally able one, and sheds a great deal of light on 
the economy of our neighbor, Mexico, one of the most important nations of 
our hemisphere. 

The principal criticism which one can make of the volume is its lack of any 
discussion of the problem of the flight of capital, which this reviewer is 
certain is one of the principal exits of savings which should go back into the 
Mexican income stream if that nation is to avoid the economic crisis which 
Garcia Trevino foresees. 

Robert J. ALEXANDER 


Rutgers University 


The American Way: The Economic Basis of our Civilization. By SHEPARD B. 
CrLoucu. (New York: Thomas Y. Crowell. 1953. Pp. viii, 246. $4.00.) 


When Professor Clough was invited to give a course of lectures on American 
economic history at the Institut d’Etudes Politiques of the University of Paris, 
he grasped the opportunity eagerly, for, as he says, “I was convinced that 
someone should, and I believed that I could explain to the French how 
America has been able to achieve its phenomenal economic success” (p. vit). 
Clough is not alone in thinking that the major theme of American history in 
this generation is the achievement of “unsurpassed economic well-being.” But, 
unless this reviewer is much mistaken, there will be few who will share 
Clough’s cheerful conviction than an explanation is ready to hand, still less 
that he has grasped it. 

Clough’s procedure is to provide brief accounts of the natural resource base 
in the United States, of the development of the main industrial branches, and 
of the productive factors through the cooperation of which our natural 
resources were put to use. He therefore provides us with a series of descriptive 
and historical chapters on resources and their exploitation, on manufacturing, 
agriculture, trade and transportation, on monetary institutions, and on our 
population, labor force and business organization. Each chapter is a skillfully 
compressed version of an important aspect of our economic history, and it may 
well be that these capsule histories constitute the chief value of the book. They 
are followed by a chapter on business cycles and by a final summary.? 

History, as such, however, may set us problems; it may furnish us data; 
and it may suggest hypotheses. But it does not, by itself, provide explanations. 
Clough’s explanation of American success emerges by implication from his 
selection of facts, in obiter dicta scattered through his descriptive passages, 
and in a brief compendium of “six major elements” of growth presented in 
his final chapter. The elements identified are: (1) abundant natural resources; 
(2) a highly advanced technology; (3) a high rate of saving and investment; 
(4) a population possessed of a number of convenient growth characteristics; 
(5) a highly developed system of transportation and trade providing access 

*To this the author appends an evaluation of the evidence of progress in American 


civilization (six pages), a statement on the dangers before us (two pages), and three final 
paragraphs on the hope of the future. 
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to raw materials and permitting division of labor; and (6) ideologies which 
“provided incentive to greater output” (pp. 185-89). 

Such a list might well furnish the skeleton for a meaningful theory. By 
itself, however, the list is little more than a tautology. For how can any 
economy provide a larger per capita income unless its people find sufficient 
motivation (element #6) to apply better techniques (32), or better organi- 
zation (+5), or more equipment (33) to adequate resources (#1) without 
dissipating potential gains in an overly rapid growth of population (+4)? To 
transform such a catalogue of elements into an explanation of the rapidity of 
American growth, it would be necessary to show which of the elements existed 
in exceptional abundance or operated with exceptional force, and which, if 
any, did not. And, at least in the cases of those elements in which America 
was exceptionally fortunate, it would be necessary to set forth some adequate 
theory of the causes of our good fortune. 

Unfortunately, Clough’s book fails to come to grips with either problem. It 
is almost, although not entirely, free of international statistical comparisons 
which means that we are given no adequate idea of this country’s advantage or 
disadvantage in any of the elements of growth which are subject to quantifica- 
tion. As for the elements of organization and ideology, it can hardly be said 
that Clough has seriously tried to define those qualities of organization or of 
beliefs which foster growth, to say nothing of presenting evidence about their 
relative prevalence here and elsewhere. 

The American Way is equally deficient in the explanations it offers for our 
asserted advantages. The book offers little evidence of an earnest attempt to 
understand the conditions which have controlled the movement of our popula- 
tion, our propensity to save, our extraordinary capacity for the exploitation of 
technology, our energy in the pursuit of wealth or our efficiency in harnessing 
that energy. 

Clough’s ambitious claims for The American Way have placed him in an 
awkward position. His book may be regarded as a useful attempt to provide 
a foreign audience with a very brief description of some important parts of 
our economy as they have evolved from earlier forms and as they stand 
today. But it is not an explanation of American economic growth. 

Moses ABRAMOVITZ 
Stanford University 


Statistics and Econometrics 


The Measurement of Consumers’ Expenditure and Behaviour in the United 
Kingdom, 1920-1938. Volume I. By RicHarp STONE, assisted by D. A. 
Rowe and W. J. Cortett, RENEE HurstFIELD, Murtet Potter. (Cam- 
bridge: Cambridge University Press. 1954. Pp. xl, 435. $18.50.) 

Henry Schultz in his celebrated research on The Theory and Measurement 
of Demand apparently set a pattern for future studies in the same area. 

Schultz went into the theory of consumer behavior, the theory of estimation of 

economic relationships, basic data available for measuring demand functions, 

and the empirically estimated functions in a variety of particular markets. 
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Interspersed one finds discussions of budget data, time series data, the identi- 
fication problem, etc. 

During the past two years, we have been favored with two new contribu- 
tions to the subject, a volume by Wold and Juréen dealing with Swedish sta- 
tistics (Demand Analysis, see review this Journal, March 1954, pp. 173-77) 
and the one under review here, by Stone and associates dealing with English 
statistics. The parallelism between these two books is striking. On the 
methodological side, they both go over the same ground covered by Schultz 
and push ahead with some recent ccntributions. Naturally, the empirical 
content is different, although both new books are concerned, to a large extent, 
with the demand for food items, a major empirical preoccupation of Schultz. 

Stone’s contribution is truly impressive in a variety of ways. In the first 
place, one is confronted with an oversize volume that will certainly have to 
be placed inconveniently on the lower shelves. The printing is, indeed, elegant 
and attractive to the eye. The dedication to Keynes is eminently respectable 
but perhaps curious in view of Keynes’ published remarks about econometrics. 

Volume I consists of estimates of demand equations for food items, drink, 
tobacco, fuel, and light during the interwar period. The underlying theory of 
consumer economics and statistical estimation together with the basic data, 
collections are also presented in this volume. Given the basic data, the 
essential procedure is to estimate income elasticities from linear logarithmic 
Engel curves for each of several commodities on the basis of budget inquiries 
of 1937-38 and 1938-39, and relative price elasticities on the basis of annual 
time series, 1920-38. In the cases of drink, tobacco, and some of the fuel and 
light group, time-series data alone were used. 

The organization of Stone’s book is considerably different from that of 
Schultz. Stone begins immediately with data collection and preparation, com- 
modity by commodity. This type of discussion goes on for more than 200 
pages. It is certainly correct to be seriously concerned with the nature of the 
raw material and its accuracy, in advance of analysis, but this is difficult on 
the reader who is accustomed to working straight through from beginning to 
end. Most non-British readers will certainly have to skip much of this material 
as did this reviewer and refer back to it as though it were an appendix in finer 
print. It is very difficult for a foreigner to appreciate the tremendous amount 
of detail in these beginning chapters or to derive much benefit from them 
other than as grounds for appraising the validity of some of the estimated 
elasticities. Stone’s careful treatment of the data should not have been 
weakened at all in the actual research, but a more terse treatment in an 
appendix may have improved the presentation of the findings. Stone trans- 
plants his general knowledge of social accounting into a neat framework for 
collecting the empirical data of demand analysis and, with great dexterity, 
manipulates benchmarks, interpolating indexes, samples, and other devices 
known to economic statisticians. Chapter I on the general data problem and 
one or two of the specific chapters on estimates suffice to give the reader the 
flavor of the problems involved and approach used. Individually, these 
chapters serve as excellent reference sources for one doing research on par- 
ticular aspects of the British economy, but a cheaper book, concentrating 
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much less on the difficulties of collection of British statistics, would un- 
doubtedly be more welcome in this country. 

As in many statistical demand studies, proper allegiance is shown to the 
theory of consumer behavior. A modern flavor is imparted by the fact that 
the theory is treated for both discrete and continuous variables. Conditions on 
homogeneity, symmetry of substitution terms in the Slutsky equation, aggre- 
gation of individual into market relationships, distortions caused by rationing 
and similar ideas are presented for use in building a priori restrictions into 
the empirical equations. Considering the meticulous and impressive character 
of the volume, the reader may build up hope for a more rigorous and more 
powerful application of economic theory to the empirical econometrics of 
demand analysis than we have previously found in other studies. In the 
end, we come back to the familiar picture of linear logarithmic demand 
curves depending on deflated per capita income and relative prices of relevant 
commodities. Since the income elasticities are estimated from microeco- 
nomic survey data and price elasticities from macroeconomic market data, 
the problems of aggregating individual into market relations are of great 
importance. As with other significant problems in this research, Stone rational- 
izes an exceedingly simple approach. He shows that if individual incomes 
always move in the same proportion, market and individual income elasticities 
are the same. A much richer treatment, both theoretically and empirically, of 
the relationship between sums of logarithms and logarithms of sums under 
more realistic conditions of income distribution would have been in order. 
While some of the principles of the theory of consumer behavior are closely 
watched, Stone is not much concerned with the fact that the budget equation 
is generally violated by systems in which all commodities follow a linear 
logarithmic demand law. Treatment of savings as a residual function could 
preserve this basic identity, but savings are entirely ignored in Stone’s analy- 
sis, and in any case deserve much more than casual consideration as a residual. 

Although economic theory is pushed from the conventional competitive 
regime to one of rationing, the reader waits in vain for a similar extension of 
the empirical analysis. Postwar demand is scarcely mentioned. 

The sections on statistical method are clearly written and set out beautifully 
in concise matrix notation. Ultimately, after all digressions and considerations 
of finer points, the basic calculations boil down to the method of least squares. 
Whereas Schultz simply computed multiple regressions of quantity on income, 
prices, and other variables, Stone has consistently made two variations on 
this approach. He has followed Marschak and others in pooling cross-section 
and time-series data by first estimating income elasticities from Engel curves. 
This is purely a least-squares calculation of the ordinary type, but raises some 
new questions about sampling errors of price elasticities estimated, at the 
next stage, from time series market data. Stone takes up an interesting ex- 
tension of ordinary correlation theory along these lines. 

The other variation on the conventional theme of multiple correlation is 
the transformation of variables to first differences. Stone believes that correla- 
tions among first differences of economic variables are more desirable than 
correlations among the variables themselves. The basic theorems of correlation 
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theory assume that the random errors associated with an equation to be fitted 
to data are mutually independent. Stone assumes that the random errors in 
economic relationships have a special type of serial dependence. The error at 
time, t, is assumed to equal the error at time, t-1, plus a nonautocorrelated 
random error; therefore, the first differences of errors are assumed to be 
serially uncorrelated. The evidence for Stone’s assumption is exceedingly 
flimsy, and he would do far better to assume that the errors satisfy a first-order 
autoregressive equation with an unknown parameter to be estimated from the 
data. He rejects this approach in favor of one that keeps his computations 
simple. In matters of statistical analysis he is seldom willing to go beyond the 
computations associated with ordinary multiple correlation. 

Modern econometric developments, concerning the estimation of relation- 
ships from nonexperimental data based on a network of simultaneous equa- 
tions in the economy, are mentioned but never applied in the empirical work. 
Some researchers in the field of demand analysis have justified their adherence 
to traditional methods of single-equation least-squares estimation on the basis 
of lags or other reasons for unique paths of causation among the relevant 
variables. Stone, on the other hand, argues that statistical efficiency may be 
lost by trying to imbed his demand equations in a larger system of simultane- 
ous equations for the whole economy, and that the differences in results may 
not be appreciable. He also implies that the computational burden associated 
with the new methods is excessively large. 

The force of the first argument is much reduced if one considers more 
carefully and sympathetically the potentialities of application of the so-called 
method of “limited information maximum likelihood” to subsystems of an 
economy. One can preserve the character of simultaneity of economic relation- 
ships without specifying precisely all the relationships of the system. If used 
skillfully, there need be little loss in efficiency, while at the same time avoiding 
bias. In addition, this method, or even the full maximum likelihood principle, 
can be applied to individual sectors of an economy by performing a statistical 
grafting to a model of the aggregate economy. The computational burden 
can be kept well within reasonable bounds in the application of the method of 
limited information. 

A casual inspection of differences between estimates of parameters made 
by single-equation and equation-systems methods may be misleading. In the 
simultaneous solution of a system of equations errors often accumulate 
rapidly. If one is to look beyond direct effects, as is necessary in most prob- 
lems of interest, the avoidance of small discrepancies throughout the system 
is*imperative. Some recent experimental computations brought to the re- 
viewer’s attention show that models estimated by single-equation least-squares 
methods provide significantly and consistently poorer extrapolations than do 
models estimated by some equation-systems methods. On the surface, one may 
loosely assume that the small differences, parameter by parameter, are not 
important, but this approach is grossly inadequate. 

As far as the estimates of income elasticity from budget data are concerned, 
there is probably no question of bias except possibly in the aggregation to 
market elasticities. One can argue at the microeconomic level that individual 
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income, particularly of wage earners, is a predetermined variable and that 
expenditures are adjusted to it. In the market relationships between prices and 
quantities, however, there is serious question of bias in the application of 
single-equation least-squares methods of estimation. 

A major exception to Stone’s propensity towards rejection of statistical 
refinement in favor of simplifying computations is his decision to use Frisch’s 
bunch-map technique, supposedly for detection of distortion in parameter 
estimates due to multicollinearity. Multicollinearity is undoubtedly a serious 
problem in structural estimation, but the usefulness of the bunch-map tech- 
nique is dubious. There seem to be numerous other directions in which fruitful 
results could have been provided with the time and energy devoted to prepara- 
tion of the bunch maps. 

Collinearity between income and prices is a major consideration inducing 
Stone to pool budget and market data. The estimates of income elasticity from 
Engel curves are free from the complication of collinearity since prices are 
practically constant during the budget inquiry. It should also be mentioned 
that this pooling of data also serves to avoid biases inherent in single-equation 
estimates of income elasticity and strengthens the identifiability of the final 
structural estimates of demand equations. Against these good reasons for 
using “extraneous estimators” from the budget data, one must reckon with 
important deficiencies in the particular samples used. Faute de mieux, Stone 
drew upon the only available data, but the careful reader will be left with 
some doubts about the ultimate contribution to precision. The budget surveys 
are unique and not repeated during the time-series sample period. The 1937-38 
survey covered only industrial households and the 1938-39 survey covered 
only households of public officials. Except for great detail on types of expendi- 
ture, the material is exceedingly sparse. Stone was forced to use total expendi- 
ture in place of total income as an explanatory demand variable.’ Other than 
total expenditure, the only other explanatory variables at the microeconomic 
level were family composition and social class (industrial or civil service 
households). In contrast to some findings by Wold and Juréen from Swedish 
data, Stone implicitly assumed that income elasticities were the same for both 
social classes. The unavailability of data on wealth, geography, income change, 
expectations, individual attitudes and other relevant variables leaves a shadow 
of doubt on many of the empirical magnitudes. 

Stone warns the reader against the problem of quality variation in the 
budget data. The average price paid for a commodity rises as one moves up 
the income scale. This may be a more serious problem than Stone is led to 
believe. Wold and Juréen show, with the Swedish data, that the income elas- 
ticity of quantity is lower than the elasticity of expenditure for many non- 
standardized goods. From United States data, we find substantial differences in 


*It has been argued that total expenditure is to be preferred to total income in estimat- 
ing “long run” Engel curves from budget data. Income received during a given year may 
include transitory, as well as stable, components. Expenditures are assumed to give a 
better representation of the permanent components of income. See W. Vickrey, “Resource 
Distribution Patterns and the Classification of Families,” siudies in Income and Wealth, 
(New York, National Bureau of Economic Research, 1947) X, 266-97. 
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these two elasticities for livestock products and fruits and vegetables.’ 

One of the features of Stone’s research is that it covers an enormous amount 
of detail. Demand functions for more than fifty individual commodities are 
estimated in this volume. This feature in turn has been a drawback because it 
has necessitated a somewhat superficial and mechanistic approach for each 
commodity. With few exceptions, Stone’s empirical demand functions depend 
on income, price of the commodity in question, and prices of related com- 
modities. As exceptions, for some nonfood items, attention is paid to the 
alcoholic content of beer, winter temperature and the general strike. An alter- 
native research design would be to cover a less comprehensive list of commodi- 
ties but to devote more intensive analysis to each market, taking account of 
institutional, dynamic, noneconomic, or other relevant special variables that 
surely must be present in particular markets. In this respect, closer attention 
to the supply side of markets, simultaneity of relationships in general, and 
distinctions between endogenous and exogenous magnitudes would be reward- 
ing. Another possibility might be to cover the whole of major consumption 
groups (food, drink, fuel and light, etc.) with less refined subdivisions. Even 
with cruder groupings, there should be room for numerous variables in addi- 
tion to income and price. 

It is a debatable point whether comparatively superficial and uniform sta- 
tistical treatment of a great many detailed sectors of an economy is preferable 
to more intensive treatment of a smaller number of sectors, either aggregative 
or refined. A similar question arises in other connections in econometrics, e.g., 
in detailed input-output analysis. This reviewer is distinctly in favor of the 
more intensive approach, although recognizing that the issues are far from 
settled. 

The empirical findings by Stone provide much of interest, but before taking 
them up in detail, a general question should be raised. What significance 
should be attached to estimated behavior patterns during the period 1920-38? 
At one extreme, it can be argued that this study has no more than historical 
significance. At the other extreme, it may be hoped that with a relaxation of 
rationing and other direct controls, behavior will return in the near future to 
the structural pattern estimated by Stone to exist during 1920-38. Postwar 
Britain has been a controlled economy, but this control has not been rigid and 
market forces have been in action; therefore, it would seem to be of the utmost 
importance to attempt to build some up-to-date sample observations into the 
estimates for any useful applications in the future. At present, the reviewer 
tends to side with the first extreme in interpretation, regarding Stone’s re- 
search as more of an historical study. At least a reader is entitled, however, to 
expect some adjusted form of extrapolation to postwar situations. 

Most items of food consumption are generally assumed to be inelastic in 
response to changes in either income or price. Stone estimates, from budget 
data, an income elasticity of 0.53 for total food. Wold and Juréen estimate the 
income elasticity of food and stimulants at 0.51-0.53 from Swedish budget 


* Karl A. Fox, “Factors Affecting Farm Income, Farm Prices, and Food Consumption,” 
Agric. Econ. Research, July 1951, III, 65-82. 


432 THE AMERICAN ECONOMIC REVIEW 


cata of 1933. Tobin*® estimates the income elasticity of food consumption at 
0.56 from United States budget data of 1941. These are all in close agreement. 

The temporal stability of these Engel elasticities may be questioned. For 
example, elasticities computed similarly to Tobin’s for urban samples in this 
country in 1944, 1947, and 1948 are as low as 0.33, 0.31, and 0.42 respectively.* 
In reference to an earlier point, we may register strong regret that Stone 
was forced to proceed upon the basis of a single pair of sample surveys and 
reaffirm doubt about the applicability of his results to future years outside his 
sample. 

The pattern of Stone’s income elasticities seems to be sensible, in the main. 
Fruits, fish, many vegetables, some meats, coffee and restaurant meals are all 
of more than average elasticity. Margarine, condensed milk, flour, and bread 
are inferior goods. Many of these general ratings are in agreement with the 
Swedish experience. It is relieving to find that tea consumption goes on at a 
steady pace regardless of income fluctuations. Some of the results, however, are 
surprising to this reviewer, although Stone feels no motivation to make special 
explanations. The humble apple is quite sensitive to income movements, more 
so than oranges and bananas and as sensitive as canned or bottled fruit. 
Mutton and lamb are much more sensitive than beef, veal, pork, bacon, and 
ham.° 

The price elasticities give rise to more questionable results. In general, food 
demand is inelastic. In the aggregative relation, the over-all price elasticity is 
subject to large sampling error but is undoubtedly less than unity. If we 
neglect the price of tobacco and drink (substitute commodities) Stone esti- 
mates a price elasticity for all food at —0.58, close to the figure of —0.53 
estimated by Tobin for this country. 

It is with prices of substitute and complementary commodities that some 
of the most disturbing results are found. In the main, the work follows reason- 
able lines in that commodities generally assumed to be complements or substi- 
tutes are estimated to be so. But why should potatoes be a substitute for 
canned fish and not for other types of fish? Is the goal to make structural 
estimates or find some high empirical correlations? In the favored equation of 
demand for canned and bottled fruit, dried fruits and (other) fresh fruits are 
significant complements, but it is difficult to understand any rationalization 
why they are not substitues. The long-standing questions of butter-margarine 
relationships are not brought much closer to solution by Stone. He finds butter 
insignificantly dependent on margarine, but margarine significantly dependent 
on butter. In the butter equation he has cakes and biscuits and carcass meat 
as substitutes. Flour is a complement. In the margarine equation, chocolate 


*J. Tobin, “A Statistical Demand Function for Food in the U.S.A.,” Jour. Royai Stat. 
Soc., 1950, CXIII (A, 2), 113-49, 

* Marguerite C. Burk, “Recent Relationships between Income and Food Expenditures,” 
Agric. Econ. Research, July 1951, III, 87-97. See also Karl A. Fox, op. cit. 

* Using time-series estimates (first differences of logarithmic functions with price de- 
pendent), Fox estimates a lower point value of income elasticity for lamb than for beef 
or pork in the United States. He does not estimate an income elasticity for apples but finds 
this fruit to have the highest price elasticity in its group. See Karl A. Fox, op. cit. 
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and confectionery (goods) form a substitute commodity in addition to butter, 
while cakes and biscuits form a complement. 

In connection with cross-elasticities, a careful analysis of the conditions 
imposed by the Slutsky equations would be useful in linking the empirical 
research more closely with theory. Stone does not take up these conditions, 
although Wold and Juréen do with the Swedish data. 

It is difficult to judge the reliability of the price elasticities, in spite of the 
reported sampling errors, because prices are clearly endogenous variables but 
are not treated so by Stone. We are thus led back to the consideration of struc- 
tural models of simultaneous equations covering also the supply side of the 
market and the problem of identification. 

Fox, in his studies of demand in the United States, argues that many agri- 
cultural commodities fit into a simple, single-equation model. Inventories of 
perishables are negligible; therefore, supply and demand are equal. Supply, in 
turn, is a predetermined variable depending largely on climatic factors. Fol- 
lowing this line of reasoning, he estimates demand functions by forming the 
least-squares regression of price on quantity. This approach does not hold for 
nonperishable commodities or those in which production is not dominated by 
weather. The situation is different in England because many food items are 
imported; nevertheless, there is no attempt by Stone to exploit the institutional 
or natural character of the market he is dealing with to build a logically con- 
sistent stochastic model and statistical procedure. 

The analysis of drink and tobacco and fuel and light seems reasonable, but 
our bases of comparison are less firm in these instances. Stone reports inelas- 
ticity with respect to both income and price for these two commodity groups, 
but imported wines are elastic while beer and tobacco are not. The rigid frame- 
work of prices and income as explanatory variables is fortunately relaxed in 
these sections, and we find interesting significant influences of alcoholic 
strength in beer, winter temperature and the general strike. The latter two are 
relevant to the fuel and light group. 

The entire volume is a work of careful, painstaking research. There is no 
doubt of its enormous contribution to our basic fund of knowledge. If this 
review has seemed to emphasize disapproving criticism, it is only because of 
the importance attached to the work. One cannot afford to overlook the details 
of this magnificent volume. 

L. R. Kien 

University of Michigan 


Mathematics and Statistics for Economists. By GeruarpD TINTNER. (New 
York: Rinehart. 1953. Pp. xiv, 363. $6.50.) 

The need for mathematical and statistical tools is being felt increasingly by 
economists. Professor Tintner’s book will make an important contribution to 
the satisfaction of that need. The stated aim of the book is to enable the 
economist who has had no previous college mathematics or statistics to under- 
stand most of the articles in the more technical economic journals. This is a 
large order and is without question more than can be fairly expected of a 
single volume. 
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A comparison with R. G. D. Allen’s Mathematical Analysis for Economists 
is of interest. Allen’s book is 185 pages longer and is devoted exclusively to 
mathematics. Consequently its mathematical coverage is broader and deeper. 
Tintner has set himself different and difficult goals of trying to cover the fun- 
damentals of both mathematics and statistics. 

The book is divided into three sections: (1) elementary mathematics, (2) 
calculus and (3) probability and statistics. The following is a partial listing 
of contents: The first section deals with elementary function theory, analytic 
geometry, logarithms, progressions, determinants and difference equations. 
The second section covers differentiation and its application to maximization 
problems, homogeneous functions, Lagrange multiplier analysis, and integra- 
tion. The last section is concerned with probability, moments, binomial and 
normal distributions, estimation, hypothesis testing and regression analysis. 
In the first two sections of the book the author has attained his high objectives 
brilliantly, and shows himself to be a masterful teacher of mathematics. The 
text is clear, incisive, and well illustrated with examples. 

Many of the afore-mentioned qualities carry over into the last section of the 
book, but unfortunately there are serious shortcomings. The coverage of the 
binomial and normal distributions is too compressed to put across the basic 
ideas. In the discussion of hypothesis testing, type II errors are conspicuously 
absent. This concept is of such crucial importance to understanding the risks 
inherent in statistical procedures that its omission in a modern book on sta- 
tistics is most puzzling. In two or three places formulas are presented with 
neither adequate explanation nor explicit reference to a more complete treat- 
ment. Perhaps all of these flaws can be laid to inadequate space, for in each 
case more space would have been required for adequate treatment of the 
subject. 

The problems (with answers) will surely stimulate the interest of the econ- 
omist-reader because many of them contain “real world” data drawn from 
empirical economic research. However, there are a great many problems and 
many of these offer virtually identical learning experiences to the student. 
Fewer problems would have sufficed; the space was sorely needed elsewhere. 

The reader will look in vain for any discussion of the basic methodological 
relationship between the formal tools of mathematics and statistics on one 
hand and the empirical science of economics on the other. Economics, perhaps 
more than other sciences, has suffered from confusion between formal validity 
and material truth. Logical consistency within a set of axioms is sufficient to 
ensure formal validity, but material truth requires a correspondence between 
an hypothesis and phenomena in the real world. How much nonsense has been 
written because a formal theorem in geometry or calculus has been confused 
with an empirical statement about the world? 

The reason for raising this issue here is that the book contains discussions 
on such topics as: imputation, monopoly, production under free competition, 
and utility theory. There is no doubt in Tintner’s mind as to where the 
mathematics stops and economics starts, but this dividing line may not be so 
clear to the reader. The statement that MC = MR may be a purely formal 
one expressing the conditions for a maximum or it may be an hypothesis 
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about maximizing behavior of firms. The formal mathematical truth of the 
former is sometimes mistaken for a proof of the material truth of the latter. 
The language of mathematics can be of tremendous usefulness to economists, 
but it is absolutely essential that the distinction between formal tools and 
empirical analysis be clearly understood. 
CHARLES C, HOLT 
Carnegie Institute of Technology 


Economic Systems; Planning and Reform; Cooperation 


Principles of Private and Public Planning—A Study in Economic Sociology. 
By WitHeLtm Keiituavu. (New York: Burt Franklin. 1952. Pp. 272.) 


Hearing Barbara Wooton’s question, “Plan or no plan?”, our friend, “Mr. 
Everybody . . . lighting his cigarette anew,” will blithely answer, “Plan, 
please”—scarcely realizing that it may not be so easy as all that (p. 266). The 
mentor economist will need to remind the Mr. Everybodys who make up his 
P.I, group (short to Mr. Keilhau for his client “planner’s interesses” on p. 
99; all italics are in the original) that “planning is the individual’s meeting 
with his future” and since “every human being has a double personality,” 
being at once an individual and a citizen, “individual planning should be left 
to himself” while “his planning as citizen he has to confer upon others” (p. 
267). Both types of planning find Mr. Everybody in search of his rendezvous 
with destiny, involve the same principles throughout, and consist of a rational 
thinking through—“pre-thinking,” or ex ante cogitation (p. 45)—on what the 
genii of time must face when commanded, “Be my servant and bring me what 
I want” (p. 48). 

Beneath this genial palaver, spiced with a slightly whimsical and semi- 
technical phraseology more or less of his own invention, the Keilhau argument 
boils down to this: (1) “all economy is planned” (p. 201), past, present and 
future; personal, private enterprise, or government; decentralized or central- 
ized; motivated by personal comfort, or profits, or broad social considerations. 
(2) The differentia specifica of planning per se is the capacity to influence the 
future, termed the affectible future, as distinguished from the conjunctural 
future, or the “sphere of prediction and prognosis” (p. 48). (3) Only in a 
Sector Society, where there is a recognized “Public Sector and a Private Sec- 
tor,” may planning appropriate to each of the two “natural” divisions of 
human conduct and interest perform its proper functions (p. 167). Only under 
capitalism, in short, may the “principles of planning” properly be applied. (4) 
But all societies are capitalistic: ‘Societies are not capitalistic or non-capital- 
istic. They are either State capitalistic, private capitalistic, national capitalistic 
or representing some mixture of various capitalistic forms” (p. 136). There 
may even be a “labour capitalism.” The form of capitalism will be determined 
by political structure and the “form of planning” used by it. (5) Only the 
planners in a Sector Economy may readily and effectively follow the principle 
of “economicity,” which in itself derives from and is founded upon the ethical 
and religious “instinct” of love which lies behind the “purpose to create, aug- 
ment or promote wealth, welfare and well-being” (p. 38). 
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At this point I am lost in a nebulous metaphysics. Economy “. . . might also 
be called love of life”; hatred is anti-economic; the “principle of economicity” 
always requires planning; but hatred can “plan” to destroy wealth created by 
love-in-action. Possibly this is the part of the book “written at late nightly 
hours in London, only too often to the accompaniment of German bombs” 
(p. 5); some metaphysics may have gotten mixed up in the rubble. The meat 
of things, however, seems to consist of the principle of “economicity.” “Plan- 
ning,” it appears, chooses this Occam’s razor in all things, but particularly at 
the point where ex ante may be distinguished from ex post. For the former 
there is a sequence law defined as follows: “pre-time economic thinking com- 
prises a logical sequence of a want factor, a time-table factor, a goods and 
service factor, a method factor, a sacrifice factor, a comparison factor, a reso- 
lution factor, and in case, the plan itself” (p. 50). Adjectival facility, assisted 
at critical points by reference to any standard elementary text in economics, 
will assist understanding of the steps. The economist, qua planner, is to use a 
new version of Vaihinger’s als ob; he is to act as if his P.I.’s were not “eco- 
nomic men,” but creatures of “mind and soul”—of “instinct”—as well as of 
reason and intellect. Whether or not in so doing he is further assisted by 
understanding that both reason and logic are themselves “instincts” (p. 37) I 
cannot say. 

The first half of the book is given over to “General Principles Private Plan- 
ning” (sic) and the second half to “Principles and Systems of Public Plan- 
ning.” In the first the planner seems to be the rational businessman taking 
the advice of duly tutored experts in Austrian theory who have learned to go 
beyond the old master, Béhm-Bawerk, with agios and disagios applied to seven 
types of situations with numerous consequences, rules, principles, and laws to 
fit. The second half is an eulogium to “liberalism” or “sectorism” which is 
contrasted with socialism, communism, fascism, and variants thereof. Its dis- 
tinguishing characteristic seems to be that it rests on the basis of private 
property and upholds freedom. Its aim is to secure “the greatest possible free- 
dom for the greatest possible number,” and this has several “components,” 
being “freedom of price stipulations and price movements, freedom of pur- 
chase, freedom of investment, freedom of payments, freedom of borrowing 
and lending, freedom of acquiring foreign currency and freedom of travel” 
(p. 179; italics in original). 

Much, perhaps most, of what appears in both parts is commonsense, homily 
wisdom of a certain conventional sort. If a science can be made out of eco- 
nomics by the classificatory route—and the book bristles with types, classes, 
laws, principles, etc., each one of which seeks placement as a Kantian impera- 
tive—then possibly there are some small gleanings to be had from this folksy 
excursion into “Economic Sociology.” All the cliches are here, and many of the 
bad or careless judgments of theories, contemporary events and historical 
derivation which come, through long habituation, to dominate even very 
intelligent drawing-room conversation: e.g., property is a “natural” right; 
“ingenious theories current in economics . . . explain distribution as de- 
termined by infallible laws”; “private capitalism” before the depression of 
the 30’s was “a free system of international character”; “Socialist planners 
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disregard ownership feelings”; “old age pensions as well as pensions of widows 
and orphans” cannot be handled on insurance principles. 

No more than passing reference is given the problems of war and peace; of 
world balances of power and ideological conflicts; of overpopulation and 
underdevelopment; of depressions and the conditions of economic stability; 
of concentration of economic power and the interlacing of economic and po- 
litical power blocs; of the unsettling influences of dynamic industrial tech- 
nology, exhaustion of resources, and struggle over resources; of the problems 
of bureaucratization and irresponsibilities associated with vast management 
and administrative mechanisms, governmental and private, etc. Mr. Keilhau is 
very pleasant, very witty, and, vis-a-vis the problems of planning, theoretical 
or practical, in the main very tangential. That is, if anyone is expecting to find 
here something which goes beyond standard textbook treatments of the various 
subjects touched upon, he will find mainly this, that every policy decision 
affecting future events will be planned. And that is all. 

Rosert A. BRADY 

University of California 


National Income and Social Accounting 


Shares of Upper Income Groups in Income and Savings. By SIMON Kuznets, 
assisted by ELIZABETH JENKS. (New York: National Bureau of Economic 
Research. 1953. Pp. xli, 725. $9.00.) 


Much of economic policy is based upon what any particular policy is ex- 
pected to do to the distribution of income—our tax, farm, tariff, highway and 
education policies being only a few of those where considerations of income 
distribution play an important rele in determining the action that is taken. 
Yet relatively little is known about the income distribution, so that estimates 
of the effects of a particular policy upon this distribution are based upon 
meagre knowledge of the starting point, and the correspondence between 
forecast and outcome is difficult to check. A number of descriptions of certain 
aspects of the distribution have been made, but samples have been small, the 
population studied has not been that of the United States as a whole, or the 
more detailed and more accurate pictures have become outmoded. 

The description reviewed here is not a detailed one for the U.S. population 
as a whole, since the basic data were derived from federal income tax returns 
which, until 1941, covered less than one-fourth of the population. Further- 
more, definitions of income for tax purposes seldom require reporting informa- 
tion that would permit accurate analysis of all of the income relationships in 
which we are most interested. Nevertheless, this study provides us with addi- 
tional and useful information and makes no unwarranted claims with respect 
to its accuracy or the inferences that might be drawn from it. About one-third 
of the book is devoted to presenting and interpreting the findings, the re- 
mainder being devoted to describing the handling of the basic data (including 
presentation of results that might have been obtained if other choices had been 
made in adjusting the estimates or employing other definitions) and to re- 
producing basic tables. 
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The income distribution analysis deals largely with the five per cent of the 
population (segregated into five groups, each of which constitutes one per 
cent) receiving the largest per capita income, per capita income being defined 
as: the net income for tax purposes, minus capital gains, plus tax-exempt 
interest received plus interest and taxes paid plus contributions plus capital 
losses (long-term) plus certain allowable deductions—all divided by the 
number of persons depending upon this income. The time period for which the 
analysis is complete is 1919-1946, although extensions back to 1913 and 
ahead to 1948 are made for some items. As any city’s telephone directory does 
not include exactly the same names this year as it did last year, some of last 
year’s telephone subscribers having died or moved and some of this year’s 
having recently acquired telephones or moved from other cities, the upper five 
per cent of income receivers did not consist of identically the same population 
from one year to the next. 

In the reviewer’s opinion, the major findings with respect to income distri- 
bution are: (1) from 1919 through 1938 the top five per cent received, on 
the average, about 24 per cent of income (as defined above) ; (2) after adjust- 
ment for federal income taxes and excess of gains over losses for sale of assets 
to obtain what has been defined as disposable income, the share of the upper 
five per cent was about 28.5 per cent; (3) although the upper-income groups 
received more than one-half of property incomes and more than three-fourths 
of dividends, they also received nearly 17 per cent of employee compensation; 
(4) equal distribution of all income received by the upper income groups other 
than employee compensation would still leave the upper five per cent of income 
receivers with nearly 17 per cent of total income; (5) variation among years 
in the percentage of income received by the upper income groups is inversely 
related to movements in the general level of economic activity; (6) since 1939, 
the share of the upper five per cent has declined to where, on the average, they 
received about 19.4 per cent of income during the years 1939-48. 

In addition to the findings related to the distribution of income, the study 
also analyzes the shares of upper-income groups in savings. As one would 
expect on the basis of previous studies, the savings-income ratio varies in- 
versely with the level of income. Furthermore, the ratio of savings to income 
is more stable for the upper income groups than for the population as a whole 
and obviously is more stable than for the lower 95 per cent of income receivers. 
While the findings are not inconsistent with the savings function such as that 
of Duesenberry’s or Modigliani’s theory, they are also not inconsistent with 
many other savings functions including that of savings as a linear function of 
income with zero saving occurring at a positive income. However, the study 
does not pretend to be sufficiently complete to provide for adequate testing of 
various savings functions. 

O. H. BROwNLEE 

University of Minnesota 


Income and Wealth, Series III. By Mitton editor. (Cambridge, 
Eng.: Bowes & Bowes. 1953. Pp. xiii, 261. 35s.) 

This volume contains some of the papers presented at the meeting of the 

International Association for Research in Income and Wealth held at Royau- 
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mont, France, in 1951. Two of the papers from this conference, dealing with 
longer-term trends of income and wealth, have already been issued as a sepa- 
rate volume, /ncome and Wealth, Series I]. Five somewhat related topics were 
taken up at the conference. These were (1) economic growth; (2) interna- 
tional comparability; (3) income and product in underdeveloped countries; 
(4) treatment of government activity; and (5) appraisal of the main needs for 
additional basic information. 

It is rather interesting to compare the general orientation of the papers 
presented at this conference with those presented at the National Bureau’s 
Conference on Income and Wealth meetings in recent years. The first thing 
which strikes one is the very much broader scope of the International Associa- 
tion meeting, in contrast with the much more highly specialized and more 
detailed discussions of the National Bureau meetings. In large part this dif- 
ference can probably be attributed to the fact that these papers represent only 
the second meeting of the International Association; much the same sort of 
thing is to be found in the early volumes of the National Bureau Conference. 
Nevertheless, the approach in the present volume seems somewhat fresher, and 
expresses a greater variance in ideas among the participants; the papers are 
therefore quite stimulating. One rather striking feature of many of the papers 
is a preoccupation with the discussion of the national income aggregate as a 
measure of economic welfare for comparisons over time and space. The very 
familiar discussions of the obvious defects of national income in this use, and 
the usual questions of what to include and what to exclude, take up much of 
the volume. Much of what is said is oriented toward the procurement of a 
single figure that will mean all things to all men; too little attention is given 
to the problem of using national income accounts for the study of the mecha- 
nisms of economic behavior, the interactions among the sectors, and the 
structural characteristics of the systems. 

The papers on economic growth are concerned with Japan for the period 
1878 to 1942 and France from 1780 to 1914. Shigeto Tsuru and Kazushi 
Ohkawa present national income for Japan decade by decade, and come to the 
conclusion that the average rate of change for the period studied was slightly 
over 4 per cent a year. L’Institut du Science Economique Appliquée ap- 
proaches the problem of economic growth in a similar manner, compiling esti- 
mates from a number of different sources; their estimate is that the growth 
rate of national income for France averaged about 1.8 per cent per year. 

The two papers on international comparisons, one by Richard Stone and 
Kurt Hansen, and the other by Tibor Barna, are concerned mainly with the 
conceptual problems of achieving comparability in the economic aggregates 
over time and space, and the validity of such comparisons. The four papers on 
national income for underdeveloped areas take much the same approach, con- 
cerning themselves with national income estimates as valid measures of 
welfare. 

The treatment of government economic activity is handled by Ingvar 
Ohlsson in a very sensible and suggestive manner. A number of alternative 
forms of accounts for the government sector are set up and examined. 

Finally, Milton Gilbert gives an excellent treatment of the problem of re- 
liability in national income accounting estimates. He considers Oskar Morgen- 
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stern’s suggestion that quantitative estimates of error should be required from 
all agencies that publish statistics of major importance, and points out that, 
because of the estimation procedures employed (i.e., the use of statistics col- 
lected for administrative purposes such as social security or income tax), the 
errors and biases are not known by the estimators. Sampling is the exception 
rather than the rule in national income estimating. Also, the accuracy of 
estimates varies greatly over time, and it is an oversimplification to assign a 
single margin of error to a series as a whole. I heartily agree with Gilbert, and 
would like to emphasize that national income accounting items are more gen- 
erally subject to biases than to random errors; for this reason, the reliability 
of the movement of a series might be considerably different from the reliability 
of the absolute level of this same series. Similarly, the relationship between 
two components might be accurately portrayed by data which themselves were 
highly biased; all that is necessary is that the same general biases affect both 
components equally. The analysis of economic data is a process which requires 
the study of the interrelationships among the various parts of the data. The 
problem is always one of relating one portion of the data to another portion. 
What Morgenstern would need for the study of the statistical reliability of 
such relationships would be joint-error distributions, and since the errors 
themselves are not random it would be impossible to assign error terms to the 
individual series which could be used to construct valid joint-error terms. In 
order to meet Morgenstern’s conditions, it would be necessary to set forth for 
each piece of economic data the joint-error terms which would apply when this 
particular piece of data was used in relation to a given second piece of data. 
Perhaps in a few instances where fairly simple relationships among important 
economic variables are being studied a special analysis of this sort could be 
carried out, but it would be impossible to specify joint-error terms for all the 
elements of the national income accounts so that the appropriate error terms 
would be available to the analyst irrespective of the nature of his particular 
research. For these reasons, the most reasonable approach to specifying the 
reliability of national accounts data lies, as Gilbert indicates, in reviews of the 
methodologies utilized which are analytic and critical rather than extremely 
detailed in their approach; a reasoned presentation of the general methods, 
and a description and appraisal of the kinds of sources upon which the esti- 
mates rest, would be much more valuable than lengthy presentations of 
detailed procedures in which the over-all view of reliability gets lost. 
RICHARD RUGGLES 
Yale University 


Business Fluctuations; Prices 


Konjunkturer och Ekonomisk Politik. By Ertk LUNDBERG. (Stockholm: Kon- 
junkturinstitutet and Studieforbundet Naringsliv och Samhille. 1953. Pp. 
550. 32.50 kr.) 

It is always a pleasure to get the latest views of the leading Scandinavian 
economists, particularly when they come from so facile a writer as Professor 
Lundberg, and it is regretted that only snatches can be conveyed here because 
of the limitations of space. 
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The book is divided almost equally into a survey of cyclical developments 
since the end of the first World War, illustrating the workings of international 
cyclical transmission, and a second part dealing with cyclical control policy, its 
theoretical basis, and the problems in practice. 

In Part I the starting point for the major international downturns is placed 
within the United States, a theme the author has stated before.? The slowing 
down in the expansion of consumption in the United States, particularly in 
the late ‘twenties, gradually made for overcapacity because of a too rapid 
growth in capital formation.? Add to this the divergence of raw material and 
manufactured goods prices—the beginning of the break-up of international 
equilibrium—and the situation was vulnerable to a shock such as that created 
by the 1929 stock crash. Moreover, excess capacity continued as an “over- 
hang” throughout the ’thirties, slowing down the revival of investment. For 
1949 the author agrees that it was our inventory cycle that started the more 
general downturn. 

The Swedish cycle, of course, is greatly dependent on world economic 
developments; the author explores the problems arising from this country’s 
reactions to these outside impulses, as well as the policy implications. In his 
explanation, particularly of the inflation after World War II, he leans on the 
Wicksellian analysis, e.g., the pegging of the market rate below the “natural” 
rate as one of the causes of Sweden’s internal inflationary expansion. Inci- 
dentally, of interest to those who envied Sweden’s relative prosperity in the 
thirties, the author stresses that the krona was stabilized at a level designed 
to bring about short-run equilibrium, to offset the flight of capital (1931). As 
a result, when the latter fear ended, her currency was undervalued, making for 
an export surplus and internal expansion. 

The aims of cycle policy in the post-World War II years have become much 
less precise; as compared with the interwar objective of, say, fixed exchange 
rates, full employment is much more vague. Defining the former is no problem 
compared with ascertaining when a country has just the “right” ratio of 
workers to jobs. In contrast to the ’thirties, when the hope was simply to 
lessen the degree of fluctuation, policymakers now strive for continuous high 
employment and rising output per capita. As a result, the postwar period has 
required a much more elaborate apparatus of controls than the indirect instru- 
ments of interest rates and fiscal policy which were relied upon in the interwar 
period. This, in turn, has often resulted in conflict, e.g., between a social 
policy of promoting better housing and a cyclical anti-inflationary policy of 
checking investment. 

Of aid to planners is the greatly increased role of the government in the 
past two decades. But with this increased role comes a greater concern about 
the analysis of the different manifestations of its impact. Government spend- 
ing affects the demand for and supply of commodities and services; the tax 
revenues alter income distribution; and debt policy dominates interest rates 
and the liquidity position of the community. Moreover, the industry impact 


*Cf. e.g., Det Svenska Naringslivets Konjunkturkdnslighet (Meddelanden fran Kon- 
junkturinstitutet, serie B:5) (Stockholm, 1945), p. 8. 


* Cf. his Studies in the Theory of Economic Expansion (London, 1937), pp. 257-58. 
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varies; in Sweden, for example, government purchases are a far larger share 
of the investment sector than of consumption. 

The problems of implementation also are many. The varying reaction time 
of the system’s components means that policy must allow for differing lags as 
well as the subsequent reactions as a result of these lags. For example, if the 
workers aim for take-home pay stability, an initial or even an anticipated 
increase in the cost of living, e.g., because of a rise in import costs resulting 
from a devaluation may set off a wage-cost spiral far in excess of the first rise. 
High marginal tax rates mean that wage increases result in less than pro- 
portionate additions to take-home pay, so that the wage increase asked for 
must be increased correspondingly to allow for this. If we add to this the an- 
ticipated effect of the wage increase on the cost of living, it can be seen how 
the planning of union wage strategy can result in a high wage (i.e., cost) 
multiplier. As a result of this extra increase, the devaluation stimulus for 
exports may be nullified, and instead of restoring external stability we have an 
internal inflation. 

If faced with an inflationary gap, should savings be increased by allowing 
profits to rise (i.e., incomes with a low marginal propensity to consume), only 
to have this stimulate investment demand, as well as claims for higher wages? 
Or, alternatively, should price controls be instituted to /essen profits and thus 
investment, only to increase consumer excess demand? Moreover, if profits 
are cut back too much through a restrictive financial policy the result may be 
to curtail investment below the level necessary for full employment. In this 
latter eventuality the government might then have to intervene to try to 
stimulate demand at these weak spots in the economy, without recreating the 
original inflation. 

If exchange reserves are low, import controls would achieve a quicker 
external balance without the necessity for a painful domestic deflation to re- 
duce demand (and thus demand for imports). The price, however, will be 
increased inflation, as the thwarted purchasing power spills over to the do- 
mestic market. Yet reliance on monetary policy would make for greater 
cyclical instability, since the fight for international liquidity requires revers- 
ing the internal cycle, and could infect other (supplying) countries. 

In Sweden direct controls of investment, imports and prices have been fairly 
general during the postwar period of excess demand. The author reviews the 
theories of the inflationary gap and discusses the functioning of various con- 
trol measures. His discussion of national accounting as a tool of analysis and 
especially for forecasting is most enlightening—as well as his comparisons of 
Swedish forecasts with the actual results. The rapid shifts of the economy have 
made the annual guesses, especially those made in the national budgets, only 
“precise errors,” particularly with foreign trade and inventories so unstable, 
yet so important a share of Gross National Product.* (Moreover, the margin 
of error allows “forcing” the projections to support any desired policy.) In 
addition there is a summary of a poll of Swedish businessmen queried about 
the workings of the controls. 

To add to the difficulties, the existence of controls tends to destroy the 


* For a more detailed discussion of these comparisons, cf. I. Ohlsson, On National Account- 
ing (Stockholm, 1953), Ch. VIII. 
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indicators that could act as guides. Price stabilization means that the role of 
rising prices and changing price relations as signals of imbalance no longer 
exists; profits in excess of normal now becomes only the evidence of poor 
administration—the fixed price was set too high—rather than a sign that more 
investment is needed. Nor can the budgetary position serve as a guide. In- 
flation may raise tax receipts so much that ex post the government has a 
surplus, apparently anti-inflationary, yet the policies it is pursuing may be the 
opposite, e.g., artificially low interest rates. Or, to restrain inflation the gov- 
ernment could tax, say, new investment; the resulting decline in activity might 
lower revenues so much that a deficit emerges; superficially the role has been 
inflationary rather than the truer one of restraint. 

The author’s own views lean towards indirect controls. However, this requires 
mobility of labor and the other factors of production; more risk capital for 
new enterprises; greater knowledge by the consumer in his purchasing; and 
greater knowledge by business of consumer reactions. The price mechanism 
needs an environment of relative stability to function satisfactorily, not the 
inflations that touch off speculation or the depressions that cause it to collapse. 
Here he is optimistic about the greater ability of the United States to control 
its own cycle. In this connection, the growth of a new generation of business 
leaders schooled in the world of excess demand may make for greater employ- 
ment stability, for in times of mild recessions they will be reluctant to reduce 
the workforce for fear of losing permanently their experienced men even after 
recovery returns—so, at least, seem to be the tendencies in Sweden. 

Other subjects of interest can only be touched on in this review. The work- 
ings of the pegged interest policy and development of the control mechanism 
in Sweden will be familiar to those who have experienced similar policies in 
Great Britain and the United States. The discussion of the problem of gearing 
wages to increases in productivity is also well worth reading. Finally, the 
numerous jibes at the economics profession and certain economists—especially 
the control-minded in his own country—indicate a sensible skepticism about 
our ability to apply our present knowledge. 

One minor fault can be noted: in discussing the multiplier literature and 
the Keynesian developments the author omits mention of Mr. R. F. Kahn and 
Mrs. Joan Robinson. But far more serious is the need for an English trans- 
lation—the book is too good to hide from so many in the profession. 

Epwarp Marcus 

Brooklyn College 


Consumer Attitudes and Demand, 1950-52. By Grorce KaToNaA and Eva 
MveE tter. (Ann Arbor: Survey Research Center, University of Michigan. 
1953. Pp. iv, 119. $2.00.) 

It is a rare economist who will not find much to interest (and perhaps to 
provoke) him in this slim volume. The study, which was undertaken by the 
Survey Research Center at the University of Michigan, is concerned with the 
determinants of aggregate consumer expenditures (or more precisely, with 
expenditures on consumer durables). The major working hypothesis is that 
changes in attitudes and expectations can cause sudden shifts in consumer 
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expenditures, and that changes in these psychological variables are at least 
partly independent of recent trends in such economic variables as incomes and 
prices. It is therefore desirable to measure consumer attitudes and changes in 
them by means of periodic interview surveys, thus enriching our understanding 
of business fluctuations and increasing our ability to predict future develop- 
ments. 

The basic data are drawn from a series of four surveys taken at six-month 
intervals beginning in June 1951, but these data are supplemented by ma- 
terials gathered in the annual Surveys of Consumer Finances which are 
sponsored by the Board of Governors of the Federal Reserve System and 
conducted by the Survey Research Center. Each of the four surveys especially 
designed for this study was taken from an independently chosen, representa- 
tive sample of the population. The interview questions were designed to yield 
information in five major areas: attitudes toward spending, perceptions of past 
price movements and price expectations, attitudes toward saving and invest- 
ment decisions, people’s evaluations of their economic welfare, and people’s 
general economic outlook. 

In Part I, the authors attempt to establish time-trends in attitudes during 
1951-52 by comparing the relative frequencies with which various answers 
(such as “good time to buy” and “bad time to buy’’) were given to the same 
questions in the successive surveys. In Part II they seek functional relations 
among various attitudinal measures and between attitudinal measures and be- 
havior. This is done by combining the observations drawn from all four surveys 
and examining the relative frequencies with which specific attitudes were held 
in common. Two chapters on theoretical and methodological issues, an ap- 
pendix on survey methods, and another presenting three sample interviews 
round out the volume. 

The efforts of the authors to develop statistical measures of attitudes and 
expectations are most welcome. As they observe, pyschological variables have 
received considerable attention in the theoretical literature on business cycles, 
particularly with reference to business decisions, but they have been largely 
neglected in empirical studies. Unfortunately, the authors appear to combine 
an interest in psychological variables and their measurement with an animus 
toward economic theory and its assumptions. This animus probably results: 
from the belief that attitutdes are formed by such a complex of political, 
pyschological, sociological and economic facters that “it is inadequate to 
assume that consumer attitudes are merely a reflection of recent trends in, 
say, incomes or prices and that these can serve as substitutes for data on 
attitudes” (p. 2). The obviously valid proposition that attitudes cannot be 
completely explained by a single variable such as real income does indeed 
suggest that independent changes in attitudes may occur and may affect 
consumer spending. It also suggests that it is desirable to test empirically the 
assumption that consumer attitudes may ordinarily be neglected in the 
explanation of variations in aggregate consumer spending because real income 
is a dominant variable affecting the decisions of all consumers and individual 
variations in attitudes and expectations tend to cancel out. It would appear 
that the preoccupation of the authors with the potential independent 
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importance of pyschological variables has diverted their attention from the 
possibility that attitude studies may perform the important function of 
verifying the assumptions of economic theory. In any event, the authors 
tend to emphasize (apparent) conflicts and to minimize agreements between 
the a priori predictions of economic theory and their findings. 

Thus, they observe that in cycle studies consumer activities have received 
far less attention than business and government activities because of the 
assumption that consumer spending and saving are governed primarily by 
income, past and present, and they assert that “the postwar period has 
provided ample evidence that such views are one-sided in our economy in 
which many consumers have high incomes and high asset holdings” (p. 1). 
In the opinion of the reviewer, the findings of the study tend to confirm the 
assumption that consumer spending and saving are governed primarily by 
(real) income. For example, the authors found that people who experienced 
an improvement in their financial situation in a given period had purchased 
durable goods more frequently in the same period than those that did not 
(p. 65) and also that “price expectations which in an inflationary period, on 
a priori grounds, should be highly influential” are in fact only of limited 
influence, “especially with regard to short-range price expectations” (p. 62). 
Furthermore, they offer the tentative conclusions, based on small samples, 
that “attitudes toward spending may be more closely related to past changes 
in economic welfare than to expected changes” (p. 78) and that “during the 
past years [1951-52] both recent additions to [liquid] savings and total 
[liquid] savings owned were of minor importance among the factors which 
determined people’s attitudes toward spending” (p. 85). There is nothing 
in these findings with which a devout believer in the consumption function 
would wish to quarrel. 

It is an undeniable and important fact that sudden shifts in consumer 
spending may occur under certain conditions. The buying waves of the third 
quarter of 1950 and the first quarter of 1951 afford ample evidence of that. 
However, it is clear that those buying waves were the result of sudden changes 
in expectations connected with the outbreak of hostilities in Korea in June 
1950 and the entrance of the Chinese into the war in November 1950. These 
dramatic events attracted the attention of large numbers of consumers, so 
that the expectation that the shortages, controls, and rapidly advancing 
prices of wartime economy were in the offing was widely held and acted upon. 
Unfortunately, the surveys which formed the basis of the present study were 
not initiated until mid-1951, so it cannot be known whether the buying waves 
would have been predicted by attitude surveys. It does seem clear that if such 
short-lived movements were to be predicted, periodic surveys at brief 
intervals would be required. It is a moot question whether the surveys could 
be processed rapidly enough to be of predictive value, particularly since 
functional relationships between attitudinal variables and consumer behavior 
derived from surveys made during “normal” periods might well break down 
in such “abnormal” periods. 

Are such “abnormal” periods to become “normal”? It is the reviewer’s 
expectation that the cumulative effect of continued survey work will be to 
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confirm the hypothesis that consumer attitudes, expectations, and especially 
expenditures are primarily a function of the past movements and present level 
of real income, and therefore that attitude measures will simply be one 
additional piece of evidence to couple with the usual statistics in assessing the 
future and in forming policies. On the other hand, sizable liquid asset holdings 
and the easy availability of consumer credit provide the necessary condition 
for sudden spurts in consumer spending—spurts that are likely to be followed 
by subsequent lulls as consumers revise their expectations or pause to 
replenish their liquid asset holdings or to assimulate their increased stocks of 
durable goods—so that the economy will remain vulnerable to the short-run 
impact of important noneconomic events on consumer expenditures. The 
major sources of such shocks are the threat of war, mobilization for war, the 
prosecution of war, and the termination of war. If we may look forward to a 
relaxation of international tensions, we are likely to witness fewer important 
independent shifts in consumer expenditures. 
Bert G. HICKMAN 
Northwestern University 


Business Finance; Investments and Security Markets; Insurance 


Investments: Principles and Practices. By DoucLAs HAMILTON BELLEMORE. 
(New York: B. C. Forbes Co. 1953. Pp. xvi, 480, xlviii. $7.00; text, 
$6.00.) 

Investments: Principles, Practices and Analysis. By Douctas HAMILTON 
BELLEMORE. Complete edition. (New York: B. C. Forbes Co. 1953. 
Pp. xvi, 836, xxviii. $10.00; text $7.00.) 

In ever-increasing numbers since the great depression, investment texts have 
been changing from pure description of the mechanics of the market and the 
details of security analysis toward examination of the principles underlying 
the pricing of securities and the formation of investment policy. Probably a 
majority of courses are now centered on an investigation of the economic risks 
involved in investment and their relation to the financial problems of the in- 
dividual and of financial institutions. This sort of course has become more in- 
teresting to the student and of greater pragmatic value, much less institutional 
and more amenable to applications of economic theory, while the more pro- 
fessional aspects of security analysis are left for an advanced course. 

Professor Bellemore’s sizable texts are well adapted to this division of 
subject matter. The smaller volume fits the first semester course in the 
fundamentals of the subject, while the complete edition includes the contents 
of the smaller volume plus chapters on security analysis and is suitable for 
a year’s course. The user is thus free to choose the more appropriate book. 

Following the customary chapters on history of securities markets in the 
United States, on the demand and supply factors affecting securities, and on 
transactions procedures, the author sets forth the basic policy problems: a 
definite philosophy toward risk-bearing, correct selection of investment values, 
and the timing of purchases and sales through averaging, formula or forecast- 
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ing methods. Risks are seen as five in number: psychological or emotional risk 
is most basic, credit or business, interest rate, market price, and inflation 
(commodity price) risks are of lesser, but still significant, import. To these is 
added a risk of nondiversification. These risks are analyzed, but not 
sufficiently fully in their bearing upon the formation of policy. This defect is 
of particular significance since the author continually holds to be probable a 
continued long-run inflationary trend of 214 to 3 per cent a year, leading to 
some bias toward term insurance over other forms of life insurance for the in- 
dividual. An extended study of risks in relation to investment objectives appears 
necessary in forming a sound philosophy toward risk-bearing; but in this 
reviewer’s opinion such extended coverage is not given. 

As to the correct selection of investment values, the author takes two 
approaches, by security types and by policy objectives. In his treatment of 
specific types of issues, he holds that “bonds for investment should be purchased 
on an investment yield basis, while bonds for speculation should be bought 
for capital appreciation and not because they are paying a high yield” 
(p. 371); preferred stocks are a limited-income, rather than fixed-income 
variety; common stocks “purchased at reasonable prices based on prudent 
assessment of average earnings” are found important for the individual 
(p. 385). Considering income versus appreciation, “the average individual 
because of his emotional makeup will do better to combine the diversification 
theory with the theory of purchasing stocks in stable moderately growing 
industries, rather than seeking capital appreciation following the growth or the 
depressed industry theories” (p. 396). Criticism is offered of the growth 
tleory, and of the practice of following fashions in securities with resulting 
iesser rewards than that of seeking out truer values which will give satisfactory 
appreciation. To the emotionally stable person the author seems to advocate a 
depressed-industry theory, but with more moderation than the approach of 
Graham and Dodd. 

The timing of purchases is treated at some length, but this reader was 
unsatisfied with the chapter on dollar-averaging and formula plans. It 
appeared to leave unanswered too many of the more elementary questions on 
the forming of a formula plan in all its many varieties. 

Technical difficulties for the reader may be found in many sections. Some of 
these may be chargeable to the publisher; for example, the obscure number- 
ing system for the 81 tables and 44 charts (163 tables and 52 charts in the 
complete edition) and a somewhat confusing arrangement without proper 
cross-referencing. This is particularly true of Chapters 3 and 4. The appendix 
on sources of information is one of the best available in spite of some 
omissions and inaccuracies, but it apparently was prepared much earlier 
than the text, and thus is not consistent with the up-to-date coverage of the 
tables, charts, and other exhibits. Some materials are included without 
explanation or adequate reference, such as the statement about broadening the 
auction market on page 237. This reader also found the treatment of rights 
valuation to be incorrectly handled. 

The section on security analysis is well done, reflecting the author’s 
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practical experience in this field. All the familiar tools are brought to the 
reader’s attention, despite the lack of a central chapter on financial statements. 
Not only are the facets requiring analysis explained, but excellent recent 
examples of professional work in the field are given for each of the major 
types of security issues. As an elementary treatment of this topic, the section 
of the complete edition is one of the best available. These volumes are of 
the source-book variety, requiring a faithful guide for full appreciation of 
their merits, rather than complete texts which can be used on a self-instruction 
basis or as a springboard for discussion and problem work. 
FRANCIS J. CALKINS 
Marquette University 


Public Finance 


The Limits of Taxable Capacity. (Princeton: Tax Institute, Inc. 1953. 
Pp. viii, 184. $5.00.) 

The idea of a limit to taxable capacity has stimulated economic speculation 
from time to time in the past. The massive weight of mobilization burdens 
has recently quickened interest in these problems. Doubts and fears have 
arisen concerning the ability of the economy to remain stable and to progress; 
and they in turn have been encouraged by the recent thesis of Colin Clark, a 


contributor to the volume under review, that there is an economic limit to 
taxes equal to 25 per cent of national income. This symposium on taxable 
capacity, sponsored by the Tax Institute, is, therefore, a timely contribution 
toward a public understanding of the issues involved. 

The papers of the thirteen participants, economists, lawyers, executives, 
are grouped under four headings: background considerations; specific 
problems; state and local government; and long-range problems. The level of 
discussion is uneven, ranging from abstract theoretical discussion to casual 
observation. With few exceptions contributors do not regard tax limits as in 
any way absolute, nor dependent solely on economic factors. Instead, emphasis 
is placed on a variety of economic, social, political, and psychological factors 
that enter in with varying weight in different times and places. 

Some idea of the range of topics covered can be gained from the following 
brief summaries of the papers. D. T. Smith takes the view that the tax 
structure is of perhaps greater importance than its level; that in this country 
we are nearer limits in the taxation of investment income than of income from 
personal effort, and in the taxation of income than of consumption. R. R. 
Hughes hopefully appraises the possibility of expenditure reduction, emphasiz- 
ing the help that legislative limits on annual expenditure would give. 
Monteath Douglas, reviewing the Canadian and British experience, finds that 
there is no absolute economic limit, but essentially a political one that requires 
judgment as to when taxes are encroaching too much on economic vitality 
and taxpayer morale; that there is widespread evidence that this point has 
been passed. C. L. Turner, in a presidential address, outlines the history of the 
Tax Institute and his reasons for believing that income and estate taxes are 
too heavy. 
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Turning to specific taxes, W. W. Heller concludes that the limits of income 
taxation depend on output effects and on equity; but that income-tax 
imperfections do not yet violate equity considerations sufficiently to require 
a limit on the use of this tax. I. de Vegh, on the other hand, finds death 
taxes to be a serious impediment to venture capital, and urges their rearrange- 
ment so as to fall with greater force on inheritors and less force on creators 
of wealth. L. Chandler completes this section with a much-needed debunking 
of current shibboleths regarding the limits of taxes for inflation control, 
holding that the major weakness here has been inadequate, not excessive, taxes. 

The problems of state and local taxable capacity are considered by J. A. 
Arnold, Jr. He points out the special problem of rapidly growing communities; 
but that in general governmental limits depend primarily on the relative 
costs and benefits of the services provided. E. G. Shaw reports on regional 
round tables held on this and other subjects. 

Under long-range considerations is found C. Clark’s paper on inflation, of 
which more later, M. G. Paul, Jr.’s analysis of the compliance limits on 
taxation, E. R. Rolph’s examination of taxation and incentives, and H. S. 
Bloch’s paper on the relationship between tax policy and economic growth. 
Rolph’s unorthodox conclusions—that an income tax encourages risk-taking 
more than a lump-sum tax or a sales tax—assume that individuals react 
asymmetrically to losses as compared with gains. Bloch raises a number of 
questions that make difficult a quantitative testing of the Clark thesis on 
foreign countries. 

Many readers will turn with some eagerness to the article by Colin Clark 
in the hope that he has elaborated his taxable-limit thesis in more detail, 
filling some of its obvious gaps and obscurities. Unfortunately they will 
probably be as disappointed as was this reviewer. His essay is largely a 
dogmatic reiteration of his earlier views. First, he draws on his recent 
experience raising sheep to illustrate the demand-stimulating effects of income 
taxes and thus their encouragement to inflation. His firm chose to continue 
old production methods at an annual cost of £2000 that would be deductible 
from taxable income in the year when made, rather than mechanize at a cost of 
£8000 recoverable through annual depreciation deductions. The curisus part 
of this illustration is its previous use by other writers to demonstrate precisely 
the opposite from his thesis. 

Evidence of the adverse effect of taxes on the supply of business effort 
seems to turn on the observation of D. H. Robertson, made in 1927, that he 
would believe that taxes were creating substantial supply distortions when 
businessmen began playing golf on Wednesdays as well as Saturdays. 

Clark expresses astonishment that his views as to a limit on taxes should be 
incorporated into American legislative proposals, albeit converted to a limit 
with respect to personal rather than national income. Well he might: the 
movement for a constitutional tax limit began some eight years before his 
first writing on this subject. 

Finally, Clark is harshly critical of the work of Pechman and Mayer who 
examined his thesis with considerable care. Apparently their major crime was 
to assume that he meant what he said and to test it empirically. 
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If this symposium volume does nothing else, it will make it more difficult to 
accept uncritically Clark’s views on absolute tax limits. Moreover, it will give 
further indication of the fewness in number of economists who believe in a 
rigid economic limit to taxable capacity. A great weakness of the volume, 
however, is its failure to push toward some concensus on the nature of tax 
limits. Some contributors to the volume seem to place them at the point where 
output is affected at all; others appear to go much further and place them at 
the point where the increment in taxation reduces supply more than it reduces 
demand. There surely can be no agreement on the determinants of the limits 
to taxable capacity if there is no agreement on when limits are reached. 
Until we are willing to take this first step, the debate must of necessity 
remain inconclusive. 

E. Cary BRowN 


Massachusetts Institute of Technology 


Public Finance. By E. H. PLANK, with the collaboration of J. W. JACKSON. 
(Homewood, Ill: Richard D. Irwin. 1953. Pp. xi, 772. $6.00.) 

The steady increase in the number, size and importance of the problems of 
government has had its repercussions on the study and teaching of public 
finance. In recent years the major problem of textbook authors in this field has 
been the assimilation of analysis and evaluation of stabilization and full 
employment policy into the previously existing pattern of exposition and 


analysis. Plank attempts this assimilation both by keeping the problems of 
stabilization and full employment continually in mind and by devoting a 
final section of two chapters to the problem of public finance stabilization 
policy. He is more successful in the first of these two methods. 

The book gives a wide survey of all phases of public finance. Hence it is 
useful as a basic starting point for a year course or for a one-term survey of 
governmental finance problems. Four major divisions deal with: (1) govern- 
mental functions and expenditure programs; (2) taxation and other current 
income revenues; (3) public borrowing and debt policy; (4) financial 
administration and stabilization policy. 

The first division describes, in limited space, the growth and present status 
of expenditure at federal, state and local levels by major functions. The 
section could be stronger in its analysis of the causes of the growth of public 
functions, particularly at local levels. One gets the feeling that the author 
believes that much of this development of public services just happened and 
that there is grave doubt of its desirability. This tone underlies much of the 
evaluation in the book. The following statement about “regular” or “ordinary” 
expenditures is typical of many of his value judgments: “Nevertheless, 
expenditures for the activities in question normally do involve a displacement 
of private outlay, and, consequently, a burden on the private economy” 
(p. 103). As he notes, however, a strong case can be made for the position 
that the private economy could not prosper as well without our public services 
to health, education, highways, etc., and that these costs are no “burden” from 
some points of view. 

The section on taxation, of over four hundred pages, represents the main 
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body of the book as is right and proper. The consideration of the particular 
types of federal, state and local taxes follows a standard pattern of description, 
analysis of tax incidence and a discussion of the place of the tax in a 
stabilization policy. This pattern is based on the background given in four 
chapters defining taxes and related concepts, discussing the legal background 
of taxation in the United States, expounding the principles of taxation, and 
dealing with tax incidence and tax shifting. 

The analysis of tax incidence and tax shifting follows orthodox neoclassical 
lines, carefully distinguishing between the incidence of taxation, the effects of 
taxation and the influence of expenditures on incomes. Di Marco is not 
referred to and his principle that expenditure financed by a tax should be 
taken into account in determining incidence is not followed. Here Plank 
differs from the conclusion in Kendrick’s rival text that in some instances at 
least Di Marco was right. 

In the description and analysis of particular taxes Plank does a clear 
workmanlike job within the limits of the space used. Many teachers may wish 
to alter the emphasis given to particular taxes as their interests direct. 

The problems of public credit and debt management are handled in three 
chapters which give a good survey of this growing field. More space could have 
been used to show the current status of the various portions of the public debt 
and the probable consequences of specific changes in debt-management policy. 

The final section dealing with public administration and stabilization 
policy touches on important problems in a general way, but fails to bring in 
illustrative material of a specific nature that would enrich and enliven the 
presentation. 

The conclusion on fiscal policy for stabilization is that it would probably 
inevitably lead to progressive inflation “and this eventuality is believed to be 
wholly unacceptable in a private enterprise economy” (p. 753). Yet on the 
same page the author hedges by saying, “Fiscal policy planning may or need 
not lead the nation to the brink of financial disaster.” 

Questions and problems are offered at the end of each chapter. The lack 
of a selected bibliography might well be remedied in future editions. 

Puitip L. GAMBLE 

University of Massachusetts 


International Economics 


Problems of Capital Formation in Underdeveloped Countries. By RAGNAR 
NuRKSE. (New York: Oxford University Press. 1953. Pp. 163. $3.00.) 
This is a good and careful book. Its scope is clearly defined and its argu- 
ment is lucid and consecutive. The author begins by stating that capital forma- 
tion is a necessary but not a sufficient condition of economic development. 
After traversing his defined subject he ends by emphasizing that development 
and even capital formation involve many factors besides those to which an 
economist can apply his calculus. He is concerned with real as distinct from 
technical or financial aspects of capital, with the productivity arising from 
capital formation and use. In turn he considers the demand for capital in 
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underdeveloped countries, the potential sources of supply as affected by popu- 
lation trends, living standards, external factors such as borrowing and the 
terms of trade, and commercial policy. 

In large part he is treading ground that has not yet been incorporated into 
formal theory. In a lucid chapter preceding his summary he points out that 
the theory of international capital movements “in its conventional forms does 
not throw much light on the particular matters that have concerned us so 
far.” A few pages later he indicates what still needs to be done in this field. In 
the final pages he stresses the need for underdeveloped countries to act on the 
home front. “A nation,” he points out, “cannot be strongly capital-conscious 
unless the individuals that compose it do some saving of their own and can 
see from their own experience the point of roundabout methods of produc- 
tion.” This, to the reviewer’s mind, strikes the real keynote of development. 
The United States, the British dominions, and some other parts of the new 
world have been able to use foreign capital productively because they knew 
from using their own what to do with borrowed money, and were able to make 
fair loan contracts without surrendering their economic independence or 
impairing their autonomy. Nurkse follows the sentence previously quoted by 
pointing out that, without such capital-consciousness, direct investment does 
not become a means of development but remains “a mere projection of the 
creditor economy.” 

One of the most valuable ideas elaborated is the theme of the first chapter— 
that demand for capital is limited by the size of the market, which in turn 
depends upon productivity rather than area. There is a vicious circle, a chain 
of mutually limiting factors that must be broken; but once broken becomes 
mutually reinforcing. The market must be enlarged: mass production means in 
practice production for the masses and therefore demands equitable income 
distribution. Various stimuli may tilt the circle upward—exploitation of a 
neglected resource such as oil, provided the profits are used to promote devel- 
opment, vocational training to enlarge both productivity and human capaci- 
ties, external borrowing for transport, power and other public works, provided 
always that the result is not to further enrich the ruling oligarchies at the 
expense of the masses. Inflation may put funds into the hands of enterprisers, 
though it is more likely to put them into the hands of speculators. 

Nurkse takes an eminently sensible attitude towards many of the nostrums 
often advocated, particularly controlled inflation and import restrictions. He 
keeps his eye on the main point that the size of the market determines invest- 
ment opportunities, and sees that this can often lead to production for export 
rather than the domestic market. Accumulating funds often go into speculative 
rather than productive enterprises, and even into perverse outward capital 
flows because there is no consuming power in the hands of most of the popula- 
tion. These things are happening today as in the past. Saudi Arabs buy 
building land in Lebanon. An investment bank in Venezuela becomes an 
agency for transfers to the United States. 

The argument for balanced growth and diversification, so often pleaded as 
justification for import restrictions, Nurkse justifies as a necessary departure 
from the principle of comparative advantage. But his argument is unconvinc- 
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ing. Later, he points out that the highly prosperous agricultural countries such 
as Australia, Denmark and New Zealand are in fact industrialized. But this 
does not rebut the argument that Viner and others have advanced against 
abandoning belief in an international division of labor.’ Their exports remain 
agricultural, capital formation has developed from agricultural productivity 
and exports have serviced capital borrowings. Their industrialization spreads 
from the initial mechanizing of agriculture and its related processing, transport 
and other services. 

On the supply of capital, Nurkse argues for the use of redundant labor on 
works of capital construction and for keeping levels of living down as much 
as possible while capital is being built up. He develops at some length the 
possibilities of drawing upon the immense reservoir of underemployed labor. 
This is a neat theoretical argument. There are human resources going to waste. 
The same or greater production could be achieved with fewer people on the 
land. If those remaining ate no more, what is now eaten by partially idle 
people could still be used to support them while they did constructive work. 
But one fears the peasant may ruin this argument, neat as it is. There are in 
any case good economic grounds to argue that the first gains of productivity 
should go to raising living levels rather than to capital construction of an 
industrial character. It is true that the Japanese used a land tax to divert 
funds from consumption to capital formation. It is also true that the Russians 
used cruder methods which now seem to have become something of a Nemesis. 
Ore may doubt whether at low levels of productivity and livelihood, this 
source of capital formation is feasible without authoritarian government, or 
even with it for long. 

Still more doubt may be expressed concerning Nurkse’s application of 
Duesenberry’s “demonstration effect” to consumption propensities in under- 
developed countries. Of course there is such an effect in Rio and in Cairo 
among the privileged groups who are in touch with the outside world, but 
Father Ayrout’s study of the Egyptian villages does not reveal much of it. 
Apart from the small groups of sophisticated city dwellers, the real demon- 
stration effect has been on the governments and the public servants trained 
in the new economics of the western world. Nurkse rightly argues that restric- 
tions on luxury imports can be defended as the only politically practical 
method of combating rising propensities to consume, import (and, one may 
add, travel abroad) on the part of privileged groups. The economic conse- 
quences of restriction may be dubious, but the luxury is hard to defend. How- 
ever, he puts his finger on a far more important point when he argues that 
“Keynes’s General Theory has a bias against saving and in favor of spending, 
a bias that arises naturally and legitimately from the particular circumstances 
of the older industrial countries in the 1930’s, but one that is pernicious when 
transplanted to the conditions in which the underdeveloped countries find 
themselves.” Economists must accept some responsibility for exporting this 
demonstration effect via their former pupils as well as their writings. In the 
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universities and even in public discussions in many underdeveloped countries 
an economist who ventures to question the applicability of full employment 
and spending policies and to insist on old-fashioned economic truisms is apt 
to be overwhelmed by authoritative citations. 

The hard reality of economic development is that it must be a cumulative 
process, primarily of self-help. Since it springs from human effort it entails a 
subtle, and often a vast, educational process, the tangible results of which are 
necessarily slow in revealing themselves. Foundations must first be laid. The 
superstructure is much easier to erect; but if it is built without enough atten- 
tion to the underpinning it can easily collapse. External advice and help can 
be invaluable if applied at strategic points and assimilated into the local 
endeavor. But there is no quick solution either to the external or to the local 
problems that must be solved. Only by working with, and under, local leader- 
ship for long enough to develop truly integrated cooperation can external aid 
be effective. What Friedrich List called “the capacity to produce wealth” can- 
not be created by monetary manipulation. 

There is much more in Nurkse’s stimulating book on which comment might 
be made; but those who are interested in economic development ought to read 
it for themselves. If this review includes some criticism or doubt of his 
principal theses, this is only because they deserve to be taken seriously. This 
book advances the discussion of important issues, but there is more to be said. 
What is most needed now is a series of case studies in particular regions. The 


argument has advanced beyond the projection of capital export primarily as 
a means of stabilising income and employment in the more industrialised 
countries. It begins to look at economic development from the point of view 
of the people who are to experience it; but not much study has yet been made 
of their circumstances, desires, attitudes and beliefs. 


J. B. CoNDLIFFE 
University of California, Berkeley 


Business Administration 


Readings in Marketing. By J]. H. West1No, editor. (New York: Prentice-Hall. 
1953. Pp. x, 322. $3.95.) 

The selection of articles in a book of readings can be adequately discussed 
and evaluated only when the reviewer has knowledge of (1) all available 
articles and (2) the criteria which the editor used in selecting the articles. The 
present writer makes no pretense of having either of the above qualifications. 
This reviewer assumes that the function of a book of readings is to bring 
together under one cover the best writings in the field. The selection of the 
subject matter should be sufficiently diversified to represent the best thinking 
in all the important areas. 

Space will not permit a discussion of the individual articles per se. There are 
some good articles in the book and many mediocre ones. The latter lead the 
writer to the conclusion that either marketing literature is truly in a sorry 
state or that the editor did not select the best of the articles available. Un- 
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doubtedly the former is true to some extent, but there is a noted absence of 
some of the pioneering efforts to elevate the status of marketing. 

Admittedly, it is difficult to regulate the pace of a book of readings; how- 
ever, this book is more irregular in pace than seems warranted. Many of the 
articles were selected from popular reading sources. While these are interesting 
reading for the layman, their authors have had to sacrifice precision of state- 
ment and depth of analysis to generalizations which are often oversimplified 
and even misleading. Little analysis or statistical evidence is presented to 
support the conclusions of many of the articles. The articles, descriptive in 
nature, are based on the experiences of individual persons or firms. In many 
cases cause and effect are largely ignored. Many articles are gossipy and 
garrulous. They concern items that are of current interest only: things that 
are of a “here today, gone tomorrow” nature. This is not to imply that a book 
of readings should be a history of thought about some subject, but that the 
readings should deal with the really basic problems rather than describe situa- 
tions that arise because of the problems. 

One should not construe from the above comments that the book is without 
value. The writer finds many things about the book which are commendable. 
The articles are rather recent and describe present thinking about many of the 
problems in marketing today. It is the kind of book that an individual might 
enjoy spending some time reading. It is quite different from many of the text- 
books in marketing which are uninteresting to the point that they are very 
boring. 

The idea of using an introductory editorial paragraph is not unique. How- 
ever, not many editors have done a better job of pointing out the pertinent 
points in the articles than has been done by the editor of this book. He also 
has been fairly successful in presenting conflicting ideas, many of which 
students of marketing should consider. 

Considering the book as a whole, this reviewer believes that it would be 
useful as supplementary reading material to accompany some more substantial 
treatment of marketing problems. Reading the book is somewhat like sucking 
a plump lemon; it leaves one with a good taste in the mouth but is really not 
very satisfying. 

E. S. CLiFTon 

Towa State College 


Industrial Organization; Public Regulation of Business 
Defense and the Dollar. By ALBERT G. Hart. (New York: Twentieth Century 
Fund. 1953. Pp. xiv, 203. $2.00.) 
Economic Controls and Defense. By Donatp H. Wattace. (New York: 
Twentieth Century Fund. 1953. Pp. xii, 260. $2.00.) 


These two books are the last in a series of four,’ dealing with economic 
stabilization in a defense period, produced under the direction of Professor 
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Hart with the active advice and counsel of a Committee composed of Pro- 
fessors John Maurice Clark, Theodore W. Schultz, Arthur Smithies and 
Donald H. Wallace. The Hart volume is concluded by a Committee Report 
making “Recommendations on Monetary Policy,” whereas the essay at the 
end of Wallace’s book is written solely by Clark, Schultz dissenting. 

This series was undertaken when the nation was threatened with inflation 
as a consequence of the Korean outbreak, and it reflects the apprehension of 
that period. Because of the changes in the military threat, it became increas- 
ingly difficult to define the extent and duration of the cold war and conse- 
quently its impact upon the economy. It is apparent, moreover, that unless 
one can correctly estimate both the demands of the ordinary economy and 
those of the “readiness economy,” it is impossible to know the size of the 
inflationary danger. Indeed, today, some fear that the two combined will not 
lead to inflation but to moderate unemployment. These authors apparently 
had no such fear. 

Both volumes necessarily contain much that is familiar, so that their merit 
consists in the application of principles to the immediate problem and the 
interpretations and suggestions concerning matters of policy. All concerned in 
the preparation of these studies believe in the necessity and primary desira- 
bility of monetary and fiscal controls, but all except Schultz insist that these 
must be supplemented in a period of war, or something akin to it, by direct 
controls over prices, wages and raw materials. Clark writes that a wage-price 
inflation “appears inevitable . . . in the absence of direct controls unless fiscal 
and credit controls become so rigorously selective as to amount to direct 
controls” (Wallace, p. 246). It is to this view that Schultz takes exception. 
This reviewer inclines to Clark’s conclusion that whenever demand is com- 
pletely inelastic, as in war, the wage-price spiral cannot be prevented by any 
feasible monetary and fiscal policy and knows of no evidence or argument 
that would refute it, though he also believes that insufficient stress has been 
given to the merits of heavy consumption taxes as an anti-inflationary device. 

The present book by Hart is concerned primarily with monetary and credit 
controls, a previous one having dealt with fiscal policy. In addition to the 
usual portrayal of the instruments of credit policy, he has an excellent dis- 
cussion of selective credit controls, compulsory saving, and devices for control 
of the velocity of money. The chapter on long-run monetary policy departs 
from the immediate objective of this volume. Here he doubts the value of the 
return to the gold coin standard. However, he finds the discretionary policy 
of the Federal Reserve System faulty most of the time and expresses wonder 
that so little interest exists in the policy of keeping a constant base money 
supply augmented by a growth coefficient per year. He shows the need for 
leadership and discusses the problem of central bank independence from the 
treasury, but neither he nor anyone else seems to be able to show how a 
central bank can be independent of the will of the government when the 
government is charged by law, and by political necessity, with the prosperity 
of the country. To view the conflict as one between the treasury and the bank 
is to neglect the fact that the treasury is simply an instrument of the admin- 
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istration. Bank policy could be independent in England so long as it was 
made by an economic and social oligarchy beyond the reach of public opinion, 
but in a democracy he who has supreme power within the state must also be 
responsible for monetary policy. 

The work of the late Professor Wallace is an excellent summary of types, 
methods, purposes, and limitations of controls. The author is not an enthusiast 
for direct controls, but views them simply as an offset to the danger of infla- 
tion. As might be expected, he finds all controls difficult to administer but 
wage controls the hardest of all. His book could serve as a valuable guide if, 
unfortunately, direct controls had to be instituted again. 

WALTER A. MortTON 

University of Wisconsin 


Public Utilities; Transportation; Communications 


International Shipping Cartels. By DANIEL Marx, Jr. (Princeton: Princeton 
Univ. Press. 1953. Pp. xii, 323. $6.00.) 


Although the title of this volume refers to “cartels,” there is practically no 
further use of this term in the text. To some, “cartels” and “shipping con- 
ferences” are synonymous terms. But it is the exceptional shipping man who 
does not resent the use of this term to describe his traditional method of con- 
ducting business. I hope the title will neither turn the shipping man away from 
this book nor prejudice him against its analyses and conclusions. 

In his treatment of this complex subject the author is objective and 
thorough and endeavors to evaluate the problems and issues affecting the in- 
terests of the ship operator, the shipper and the public. The result is a distinct 
contribution to the limited literature on the economics of ocean transportation. 

The opening chapters deal with the economic factors and political environ- 
ment underlying the shipping industry. This brief but clear analysis of com- 
plex cost factors and. rate problems, coupled with the supply and demand 
considerations stemming from war and defense needs provides the essential 
introduction for the detailed examination of conferences. It suffers, however, 
by almost exclusive reliance upon prewar freight rate data to illustrate elas- 
ticity of demand and relationship of freight rates to value of commodities 
shipped. The concentration on prewar sources obscures some of the more 
recent shipping developments which may have significantly affected the com- 
petitive situation. While reference is made to the United States reserve fleet, 
the economic impact of the withdrawal and the release of this tonnage, which 
has permitted the United States government materially to affect the supply of 
world tonnage and influence freight rates, is not explored. The management 
of this government-owned fleet in the interest of the world’s highest cost 
operators has been a major competitive factor and has materially influenced 
the demand for new construction. 

A second factor which is not sufficiently emphasized is the effect upon the 
supply and demand for tonnage of the so-called ‘50-50” legislation which 
requires half of the United States government-financed-aid cargoes to move in 
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United States vessels. Leaving aside the merits of the issue, the economic 
impact of this channeling of cargoes should not be overlooked as a competitive 
factor. 

The greater portion of the book is devoted to a description and analysis of 
conferences and the development cf regulatory techniques. The thorough in- 
vestigations of shipping conferences in the United Kingdom and the United 
States prior to World War I are reviewed in detail and examined in light of 
later developments. 

The basic facts, issues and conclusions developed by these early investiga- 
tions and subsequent inquiries both here and abroad are still pertinent. The 
significant problem, moreover, remains the same: what, if anything, should 
be done about regulating conferences? With impressive detail the author 
describes the extensive and interlocking network of shipping agreements, and 
analyzes the philosophy and practice of the United States regulatory effort. 
He contrasts the attitudes taken by different countries. While clearly recog- 
nizing the overriding difficulties of one country attempting to regulate the 
practices of such a complex web of intercompany agreements affecting inter- 
national trade, he hopes for more energetic regulation of shipping by the 
Federal Maritime Board. In particular, he questions the extent to which the 
former Maritime Commission regulated effectively in the public interest as 
contrasted with the interests of the shipper or the shipowner. 

The most controversial aspects of shipping conferences have been the 
arrangements for tying the shipper to conference ships through such practices 
as deferred rebates or exclusive patronage contracts. Since these agreements 
are the sine qua non of the effective conference system, the arguments for and 
against such agreements become essentially the pros and cons of conferences 
themselves. Here again, the author emphasizes the necessity for government 
controls to prevent abuses of the monopoly power inherent in effective tying 
agreements. 

The chapter “Economics of Shipping Conferences” analyzes the efforts of 
the shipping industry by self-regulation through conferences to deal with the 
economic problems of supply and demand, pricing and utilization of shipping. 
This section is an ambitious undertaking, granted the dearth of pertinent 
information which plagues the economist in this field. The fact that it is easy 
to raise points which are not developed, or question the universal validity of 
deductions or conclusions should not detract from the value of the analysis 
or be held against the author. In fact, these weaknesses should be a challenge 
to further reasearch in this neglected field. For example, we would like to see 
further development of the following: the economic significance and unique- 
ness of the mobility of capital invested in ships; the competitive effect of 
wide variations in the operating costs of shipping of different nationalities par- 
ticipating in a given conference; the impact of United States government 
shipping policies upon the level of rates and underutilization of shipping. 

The concept of regulation to correct the abuses of the conference system is 
strongly supported. Moreover, the limitations of unilateral regulation by one 
government alone, or the possibility of conflicting regulation of the same trade 
by two or more governments is also clearly recognized. Accepting these 
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premises, the author seeks the logical solution in the international field. 

A final chapter briefly traces the development of international shipping or- 
ganizations and suggests that the proposed Intergovernmental Maritime Con- 
sultative Organization (IMCO) may provide the required mechanism for 
international control. In drafting the IMCO charter a fine line was drawn 
between matters of intergovernmental concern (primarily technical and safety 
matters) and those relating to the “normal processes of international shipping 
business” (conferences). The maritime nations have been most reluctant to 
see an international shipping body empowered to deal with questions of 
shipping economics. 

In his desire to find an international body with some jurisdiction over 
shipping conferences, the author tends to lean toward a liberal interpretation 
of the IMCO charter. The United States stands almost alone with its philos- 
ophy of regulation of conferences, but, on the other hand, it stands with the 
other maritime powers against the concept of regulation of conferences by an 
international organization. Considering the evolution of the IMCO charter 
and the delicate balance of interests reflected in the complicated organizational 
structure, it is most unlikely that IMCO will play a significant role in con- 
nection with shipping conferences. The charter has moved closer to ratification 
since the book was written. However, the author’s hope that IMCO might 
“formulate a code to govern the tying arrangements and other practices of 
shipping rings” and become an “investigative” as well as “consultative” body 
is surely wishful thinking. 

On the other hand, the final conclusions that (1) self-regulation is necessary 
to meet competitive conditions in the industry, (2) unilateral government 
regulation is necessary, and (3) competition is required to provide incentives 
for efficient operation are not out of line with present governmental or industry 
policy. 

The real contribution of this study, however, does not lie in any new or 
startling conclusions, but rather in the objective and logical analysis of the 
problems of the shipping industry, and in the stimulus it should give to further 
investigation of the innumerable and inviting problems and questions it raises 
but does not answer. 

W. A. Raprus 

Washington, D.C. 


American Wartime Transportation. By JosepH R. Rose. (New York: Thomas 
Y. Crowell Company. 1953. Pp. xi, 290.) 


Professor Rose’s study gives a clear description of the unusual burdens 
imposed by wartime levels of traffic on a transport system built to supply a 
much smaller quantity of service operating in a different geographical pattern. 
The ensuing operating problems were of such magnitude as would disrupt the 
transport system entirely in the absence of some means of control over the 
supply and flow of freight cars at strategic points. The author describes the 
various government agencies which were charged with solving transport 
operating problems as well as the powers exercised by each agency. 

The chapters cover the following topics in order: governmental wartime 
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agencies responsible for transport operations; growth in the output of railway 
services; controls over freight traffic destined for export; transport of coal 
by rail; transport of grain by rail; movement of refrigerator cars; transport 
of petroleum; motor transport; domestic waterway transport; domestic air 
transport. In each chapter, the burdens of wartime traffic are described as 
they affected the subject under review, and a critical description of the solu- 
tions employed by governmental and private agencies is provided. 

Of particular interest is the description of the system of permits designed 
to coordinate freight movements to ports with the available ocean shipping 
space. The purpose of this system was to avoid the experience of the first 
world war, in which loaded freight cars accumulated and stood idle at ports. 
- Because it is impossible in wartime to predict accurately the supply of ocean 
shipping space appearing at a port at a particular time, the permit system 
could not be foolproof. Nevertheless, the author believes that it operated 
successfully. 

Other developments of interest arising from the war were the shortages of 
freight cars during crop harvesting periods; the unusual expansion of coal 
and petroleum carriage by rail (due to the interruption by the submarines of 
coastal barge and tanker traffic); and the reversal of the directional flow of 
empty freight car traffic on the Western roads (due to the needs of the Pacific 
fighting fronts). 

One note which appears in different places in the book is the inference that, 
as a result of the activities of the wartime regulatory agencies, many wasteful 
practices were eliminated by road and rail transport firms. It is difficult to 
determine from the text exactly how the author employs the term wasteful. 
Presumably a practice is wasteful in the sense that it would be eliminated by 
transport firms themselves were prices free to adjust. That is, the practices 
would be found too costly, if shortages in material and equipment and the 
increase in demand were reflected in higher prices of the goods and services 
transport firms buy and sell. However, with direct controls over prices, this 
type of adjustment is not possible. Regulatory measures were chosen instead 
to assure the public that transport service would be produced at the smallest 
possible cost. 

There are, however, passages which indicate that the author would not 
accept the above interpretation. He states (p. 56): “The practice of loading 
freight cars below either their weight or cubic capacity involves substantial 
waste. This practice is characteristic of both carload and less than carload 
freight.” Further, he argues, “Another wasteful practice in normal times is 
the operation of partially loaded and empty vehicles” (p. 227). This argument 
is questionable. If, during peacetime, a firm finds it more profitable to ship a 
partially loaded car than allow it to stand idle, who is to argue that such a 
practice is socially wasteful? In the short run, the alternatives open to a firm 
are limited to the use of existing equipment. In the long run moreover, the 
firm chooses the amount of equipment to serve an expected level of traffic. If, 
over a long period of time, transport firms persist in shipping partially loaded 
cars and trailers, then it is the result of a conscious choice of the amount of 
equipment they require. Only if the author can point to mistaken regulatory 
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practices or incompetence in private management could he claim such practices 
to be socially wasteful. He, however, gives no evidence to support such a view. 

The author states in the preface that the present volume is not to be con- 
fused with a study on the subject which he initiated and supervised while a 
member of the staff of the Office of Defense Transportation. The earlier study, 
Civilian War Transport, A Record of the Control of Domestic Operation, 
1941-1946 (Washington, 1948), deals almost exclusively with the activities 
of the Office of Defense Transportation. The present study, while it borrows 
heavily from the earlier volume, is more comprehensive. It covers the opera- 
tions of all domestic carriers and of other government agencies in addition to 
ODT which were concerned with the problem. Furthermore, the present study 
is completely documented, while the earlier was entirely undocumented. The 
author has performed a service in combining material from the earlier volume 
with information and data from later studies. The result is an interesting and 
readable work. 

GrorcE H. Borts 
Brown University 


The Federal Regulation of Transportation. By Cart A. AUERBACH and 
NATHANIEL L. NATHANSON. (St. Paul: West Publishing Co. 1953. Pp. 
Ixii, 1332. $14.00.) 

The present volume of cases and materials relating to the regulation of 
transportation is the first work of its kind in this field to be published in a 
number of years. The orientation of the work is suggested by its subtitle, 
Materials Illustrating Problems of Public Utility Control. The editors explain 
in the preface that price and other controls have been extended to many 
industries in addition to those traditionally included in the public utility 
category and that the extensiveness of these controls poses a problem for 
students and teachers of public utility law. Hence, they say, “Our attempted 
solution is to present the various aspects of utility regulation in the context 
of the problems of a related group of utilities—the transportation industries. 
It is believed that this context will make utility regulation more understand- 
able than drawing upon the whole field to illustrate the principles of control” 
(p. viii). 

The volume is divided into four parts. Part I treats the historical develop- 
ment of the transportation industries and of federal regulation, the legal basis 
of the power to regulate and the scope of federal as against state regulation. 
A considerable portion of the material in this part, as in other parts as well, 
consists of notes by the editors supplementing the cases and other material. 
Almost half of the book is devoted to Part II, which deals with the regulation 
of the supply of transportation services. An interesting feature of this part of 
the work is the comprehensive treatment of different types of competitive 
situations. Thus one chapter considers the impact upon existing carriers of the 
entry of new carriers of a different type; another chapter considers the effect 
upon existing common carriers of the entry of new common carriers of the 
same type; a third considers competition between common and contract 
carriers, between contract carriers and between freight forwarders; and a 
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fourth deals with carriers seeking to undertake various types of dual operation. 
In addition there are chapters dealing with the right to operation under grand- 
father clauses, the revocation, modification and suspension of operating 
authority, abandonment of operation and the obligation to provide adequate 
and nondiscriminatory service. The editors are to be commended for providing 
an outstanding collection of material dealing with this important and some- 
what neglected phase of transportation regulation. 

Part III deals with the regulation of transportation rates and includes 
chapters on rate-making procedure, the rate level, the rate structure and rate 
competition between different agencies of transportation. The fourth and final 
part of the volume considers the regulation of the unification of carriers of 
the same type and of different types, respectively. An appendix reprints the 
federal regulatory statutes relating to the various forms of transportation and 
includes also maps of American merchant marine foreign trade routes and of 
domestic and international air carrier routes. The bibliographies which are 
provided in connection with each of the topics treated consist primarily of 
items drawn from legal periodicals. 

It is inevitable that any collection of cases and readings, no matter how 
comprehensive and carefully chosen, will omit certain items which indivdual 
users or potential users consider essential. So far as the reviewer is concerned 
there are few such omissions in this work, the prinicipal ones being Northern 
Pacific Railway v. North Dakota, New Automobiles in Interstate Commerce 
and the Ogden Gateway case. Likewise it is not a criticism of the volume to 
predict that by reason of its specialized character, its size, and its price it is 
unlikely to have wide usage as a text outside law schools. The book has been 
prepared by lawyers presumably for use primarily by present and prospective 
lawyers. However, economists interested in the transportation field also will 
find it profitable to study the great amount of well-selected material in this 
volume, and many will doubtless wish to use parts of it as supplementary 
reading in graduate or advanced undergraduate courses in transportation. The 
volume deserves to be widely used for these purposes. 

RosBert W. HARBESON 

University of Illinois 


Land Economics; Agricultural Economics; Economic Geography 


The World’s Food—a Study of the Interrelations of World Populations, 
National Diets, and Food Potentials. By M. K. BENNETT. (New York: 
Harper and Brothers. 1954. Pp. vi, 282. $4.00.) 

Many economists have studied the balance between population and food 
supply. Some economists argue that a growing population must inevitably face 
dwindling per capita supplies of food, higher food prices, and increasing 
hunger. Other economists—especially agricultural economists—see a danger 
of persistent food surpluses, low prices to farmers, and a chronic agricultural 
depression. No wonder that economics has been called a “gloomy science”! 

Dr. Bennett is not a prophet of doom. He is the director of the Food 
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Research Institute, one of the world’s leading authorities on the economics of 
food, and a temperately optimistic man. The World’s Food is not only a 
scholarly and authoritative book—it is fascinating. The reader will find here 
a wealth of statistics concerning trends in world population, food consumption, 
nutrition, and related subjects. And he will find a well-presented, interesting 
analysis of the economic forces which have affected these trends in the past—- 
and which will doubtless influence them in the future. 

Bennett’s general view is stated in the following sentence: “If, now, I am 
obliged to face the question: can the world’s population possibly grow between 
1950 and 2000 at its rate of growth from 1900 to 1950, implying an addition of 
1,200 million people to the count, I will say it can, and it can do so with rising 
consumption levels.” The main obstacles to overcome are said to be wars 
and economic autarchy. If we can have half a century of peace and of active 
international trade, diets should improve throughout the world and farmers 
should have larger markets, and presumably larger incomes. 

Bennett does not present a detailed review of economic policies. Food pro- 
duction, distribution, and consumption will doubtless be affected by policies 
on such matters as farm-price supports, import restrictions, export subsidies, 
and by general economic measures to maintain employment and prosperity. 
A discussion of these problems would have required a much larger book. But 
statesmen throughout the world will find in The World’s Food much of the 
information and analysis needed as the basis of sound economic policies 
affecting agriculture and food. 

The book is in three parts. Part I, “Population, Food, and Economic 
Progress,” discusses long-term trends in population and food consumption, 
together with a critical and provocative analysis of the Malthusian doctrine. 
Part II, ‘‘The American National Diet,” presents a great deal of information 
about the food and nutrition situation in the United States. Part III, “The 
International Scene,” summarizes available data concerning food and nutrition 
in other countries, analyzes the extent and causes of famines, and discusses 
the effects of wars and wartime policies of governments. 

We highly recommend The World’s Food to anyone who is interested in a 
scientific, and yet a most readable, discussion of one of the world’s most im- 
portant economic problems. 

FREDERICK V. WauUGH 

Division of Agricultural Economics 

U.S. Department of Agriculture 


The World Wheat Economy, 1885-1939. By WiLFRED MALENBAUM. Harvard 
Econ. Stud., Vol. XCII. (Cambridge: Harvard University Press. 1953. 
Pp. xi, 262. $6.00.) 

This book commendably attempts to isolate the fundamental factors re- 
sponsible for the changing world wheat position in the half-century preceding 
World War II. Originally prepared as a doctoral dissertation at Harvard Uni- 
versity, the study was awarded the David A. Wells prize for 1942-43. Re- 
visions for publications in 1953 left the analysis of the prewar period essen- 
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tially unchanged, but substantially modified the discussion of postwar wheat 
problems and international agreements. 

After establishing the theoretical framework of the study and describing 
the basic data, the author devotes most of the remaining chapters of the book 
to analysis of the factors responsible for the trends and variations in “world” 
wheat acreage, yields, and utilization during 1885-1939. In the chapter on 
“Equilibrium Positions,” consideration is given to the combined effects of 
these factors. 

Professor Malenbaum’s general thesis is that there was a “growing dis- 
equilibrium” in the world wheat economy, attributable to overexpansion of 
wheat acreage, from about 1900 to 1939. This conclusion is based largely on 
evidence that (1) the rapid expansion of wheat cultivation in the “overseas” 
exporting countries came partly in response to economic-development factors 
not significantly influenced by the changing price of wheat; (2) wheat produc- 
tion in Continental Europe was maintained and expanded under the influence 
of protectionist measures; (3) “world” wheat production increased more 
rapidly than did the use of wheat for food and seed after (but apparently not 
before) 1899-1904; and (4) the purchasing power of wheat on free world 
markets tended downward from 1885 to 1939. 

The author argues that the “increasing imbalance” in the wheat position was 
associated with declining gross and net returns to wheat growers, who “knew 
conditions of great poverty.” This assertion apparently rests heavily (and 
surprisingly) on “parity-price” calculations (pp. 180-81, 212), with inade- 
quate consideration of concurrent declines in “real” costs of producing and 
marketing wheat. 

Statistical evidence of the progressive “overexpansion” of wheat acreage is 
presented in a comparison for 1885-1939 of (1) the trend of the actual 
“world” wheat acreage, with (2) the trend of the acreage that would have 
been needed to supply only the estimated quantities used for food and seed 
(designated “preferred uses”). The average “excess acreage,” so calculated, 
increased from roughly 7 per cent of the “needed” acreage in 1885-1904 (a 
margin regarded by the author as perhaps a reasonable allowance for unmilla- 
ble grain, waste, and poultry feed) to 11-12 per cent in 1909-14 and 1924-29, 
and some 15 per cent in the 1930’s. 

These figures, though somewhat exaggerating the upward trend, correctly 
suggest that an increasing proportion of the world’s production became avail- 
able for feed and accumulation of stocks during 1900-39. Equally significant, 
however, is the disregarded fact that the feed-demand for wheat also increased. 
The reviewer believes that it is unrealistic to differentiate rigidly between 
wheat for human consumption as a “preferred” use, and wheat for feed as 
“nonpreferred.” Part of the food-demand for wheat in low-income countries 
is less “preferred,” as judged by responses to price changes, than part of the 
feed-demand for wheat in the high-income countries of North America and 
Europe (even though the total feed-demand for wheat in the latter areas, like 
the total food-demand in the low-income countries, is definitely price-elastic— 
a point well developed in Chapter 5). Historically, rising levels of living and 
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decline in the real cost and purchasing power of wheat have been associated 
not only with increasing per capita consumption of wheat for food in the 
lower-income countries, but also—and just as significantly—with increasing 
normal use of wheat for poultry and other feeding purposes in the high- 
income countries. If a 7 per cent allowance for such feed uses and waste was 
appropriate for the fifteen years ending in 1904, increasingly higher percentage 
allowances would be appropriate for subsequent five-year periods. Even so, 
part of the “disparity” calculated by Malenbaum would remain—at least for 
the decade ending in 1939. 

For the 1930’s commodity economists would undoubtedly agree that the 
average acreage planted to wheat was out of line with the aggregate “normal” 
world demand. This imbalance, reflected in burdensome stocks and notably 
low deflated prices on free import markets, was in large measure a result 
(partly also a cause) of strengthened government controls over wheat trade and 
utilization and of widespread government support of domestic wheat prices. 

For earlier years of the present century, however, the reviewer can not 
accept Malenbaum’s conclusion that there was a persisting and “increasing 
disequilibrium” in the world wheat economy. The expanding flow of lower- 
cost wheat from overseas after 1870 brought difficult adjustment problems 
in Europe; but these were most critical and acreage adjustments were most 
strongly resiste. during the last two decades of the nineteenth century. 
Between 1900 and 1914, European wheat-protectionist measures were not 
further strengthened; expanding world output was not associated (as in the 
1890’s and the 1930’s) with accumulation of burdensome stocks; and 
increased supplies were absorbed without further decline in the purchasing 
power of wheat on free import markets. Indeed, prices and price relationships 
were so favorable te American farmers in 1909-14 that this period was selected 
as the standard for “price-parity” calculations under protective American 
agricultural legislation. Nor does the record of wheat developments during 
1922-28 suggest to the reviewer that the continued slight downward trend of 
deflated wheat prices in that period reflected pressure of “excessive” supplies 
from an overexpanded acreage. If the author had given more attention to the 
declining real cost of wheat production and transport over the half-century 
considered, he might have been less inclined to interpret the declining 
purchasing power of wheat as evidence of “increasing inbalance” in the 
wheat position. 

Even if one cannot accept Malenbaum’s ingeniously argued thesis, his book 
stands as a worthy contribution in commodity economics. Perhaps nowhere 
else is it possible to find as comprehensive a review of a large segment of the 
extensive literature on wheat. The book should be of particular value to 
economists anxious to learn something about the economic facts of life with 
respect to wheat—facts useful for realistic economic theorizing as well as for 
appraisal of various national and international policies. 

HELEN C. FARNSWORTH 

Food Research Institute 

Stanford University 
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Farm Policies in the United States 1790-1950. By Murray R. BENEDICT. 
(New York: Twentieth Century Fund. 1953. Pp. xv, 548. $5.00.) 

This book, the product of many years of patient labor, is by far the most 
comprehensive history of farm attitudes, organization, and legislation that 
has yet been written—or, one guesses, that will soon appear. In roughly the 
first hundred pages Professor Benedict gives a brief and general sketch of 
agrarian agitation and legislation in the nineteenth century. Then he settles 
down to a meticulous account of farm legislation in the twenty years pre- 
ceding and following the advent of the New Deal. 

It is the latter chronicle which is the valuable part of the book. In his 
survey of policy in the nineteenth century, Benedict is sometimes cursory— 
this is the case, perhaps inevitably, with his chapter on land policy—or, as 
in dealing with monetary policy, he contents himself with the sort of general 
treatment which might be encountered in a commercial textbook on money 
and banking. But his history of more modern developments—the formulation 
of farm credit legislation in the Wilson Administration, the agitation and 
frustration of the ’twenties, the Farm Board, and the burgeoning legislation 
of the New Deal—is all exceedingly useful. It is not fascinating reading, but 
it is essential background for anyone who is trying to understand or even 
teach the seemingly chronic crisis in farm policy. 

Among historians there are two types of practitioners of what, to the 
elect, is now known as historiography. There are those who deal in total 
interpretation—who have a system which accounts for everything and which 
puts everything in its precise notch. At the other extreme are those who deal 
in the simple, straightforward factual account. Benedict belongs, with a 
vengeance, to this latter school, and I for one am prepared to defend him as 
a discriminating chooser of the lesser evil. He keeps interpretation to the 
absolute minimum. Indeed, no one reading this book could quite be sure 
from the author’s dry prose whether farmers had a just cause or not. 

The reader will know what has happened, which is saying a very great deal 
and something for which we should be profoundly grateful. And yet one has 
a right to ask if this is enough. Benedict is a man of wisdom and understand- 
ing in matters of farm policy. The self-denial, caution, or, on occasion, 
tangential wordiness with which he avoids committing himself may be un- 
fortunate. Repeatedly the reader finds himself wishing for a forthright and 
fully argued statement of the author’s own views. In the concluding lines of 
the last chapter he observes: 


Farm people will themselves need to make a choice as to whether they 
will wish to throw their influence on the side of a continually widening 
reliance on government aid, and its inevitable concomitant—a constantly 
increasing amount of government control—or whether they choose to 
regard government intervention as something to be used only temporarily 
and in times of genuine need. 


One suspects that this means that Benedict is against what is going on. 
1, for one, found myself wishing that he might have simply said so. 
JoHN KENNETH GALBRAITH 


Harvard University 
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Housebuilding in Transition. By SHERMAN J. MatsEt. (Berkeley: University 
of California Press. 1953. Pp. xv, 390. $5.00.) 


The title of this book is misleading. Far more than another book on 
construction it is an excellent case study in the theory of a competitive 
industry using a novel methodology. Maisel’s objective was to check the 
traditional assertions made about the housebuilding industry (housebuilders 
are inefficient; they use handicraft methods; they do not build for low-income 
groups; they are partners with labor unions to a monopolistic conspiracy; 
etc.) but he found an absence of useful data. Dissatisfied with official 
compilations, trade association self-analysis and impressions of individual 
firms, he carried through an intensive mail and personal interview survey and 
a survey of data held by financial institutions about all members of the 
industry in one region—the San Francisco Bay area. The result was a wealth 
of data the most interesting of which have been analyzed in the book. 

The first half of the volume is devoted to a description and analysis of the 
different sized firms and the supply of factors. Each sized firm is analyzed 
according to its background and organization, financing, market, production 
process, materials procurement, control, and the determination of size. The 
latter half of the volume is an evaluation of the efficiency and performance of 
the housebuilding industry. 

Of the several analytical themes that run through the study, the dominant 
one is the question of the size of firm. Why has the large firm not become the 
giant typical of other industries? As a corollary, since it has not happened, 
we may suspect that there are large elements of efficiency in the current 
structure. This is a felicitous approach by which to expose the structure and 
operations of an industry. As the firm grows, management becomes profession- 
alized and businesslike, the specialization of labor greatly reduces direct costs, 
materials can be purchased and processed more cheaply, but at the same time 
these economies can only be realized on large tracts with standardized house 
units. The larger builder has innovated in production, marketing, financing 
and area layout but with the sacrifice of unique and, too often, good design 
and the ability to use small, noncontiguous lots. This leaves space for the 
more flexible smaller builders who cannot compete in price but who adopt the 
innovations. Further growth of the large firm promises some reductions in 
costs through scientific management, but Maisel claims that housebuilding is 
not subject to rationalized management on a national scale since the shaping 
of the product is tied to the specific tastes, topography and history of a local 
area. The knowledge necessary for successful merchandising is based on 
intuition derived from personal knowledge of the builder; and in addition the 
volatility of demand for new housing, combined with the increase in the 
ratio of assets to net worth as the firm grows greatly increases the risk factor. 
Quite aside from the reasonableness of the arguments, the absence of giants 
is a fact; and the author assumes that progress will come with evolutionary 
improvements in production (about a 20 per cent reduction in cost can be 
reasonably expected) combined with cooperative and government research on 
production methods, rather than a breakthrough to a radical solution effected 
by giant firms. 

Though sixty-two tables and a thirty-five-page technical appendix are 
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highly helpful, this type of original research should include more information 
such as copies of the questionnaires, abstracts of the composite case studies 
and a greater number of tables. The surveys covered more than 60 different 
topics and several hundred individual items. The presentation of the data is 
limited to two-way tables, but the complex interrelationships discussed in the 
textual analysis required more sophisticated multivariate analysis. 
Jutius MarRcoLis 
Stanford University 


Labor 


Employment and Wages in the United States. By W. S. WoyTINsKy AND 
ASSOCIATES. (New York: Twentieth Century Fund. 1953. Pp. xxxii, 777. 
$7.50.) 


This massive volume seeks to meet a need for a “comprehensive factual 
survey ... of the working people of the United States and their conditions of 
labor” with a summary and analysis of major theories ‘“‘to explain the demand 
for labor and the flow of wages” (pp. ix-x). Its focus is on the trends, factors 
and institutions crucial for wages and employment and for sound policy. In 
the words of the director of the project, the interpretation of the facts “rests 
on the concept of our economy as a vigorous and dynamic system, able to 
grow and develop. In the light of this theory the parties which meet each 
other in collective bargaining appear as adversaries in the bargaining process 
but as partners in the broad field of production and economic progress” 
(p. xiv). The volume is in fact an invaluable “‘storehouse” of crucial data on 
long-range trends, with forecasts for the future. Though the chapters differ 
in quality of analysis and extent of new contributions in their fields, many 
of them present material not easily available, and the results of painstaking 
analysis of masses of data which give new insights and raise challenging 
questions for further research and for current policy. The major credit goes 
to Mr. Woytinsky who is responsible for the work as a whole and whose own 
chapters, nearly half of all, include a large part of the most significant contri- 
butions. 

The volume consists of the following parts: Wages: Theory, Trends and 
Outlook; the Institutional Setting; Employment and Unemployment; Wages 
and Earnings (513 pages); the report of the Twentieth Century Fund 
Committee which sponsored the study; five long appendix notes; 118 basic 
statistical tables (197 pages); and an extensive index. 

It is difficult in brief summary to do justice to the richness of the fare 
presented, especially in Parts I, III and IV. Part I begins with a discussion 
of wage theories, relating them to conditions under which they arose. It goes 
on to detailed analysis of long trends of production, national income, wages 
and hours, with their cyclical variations, and of the relations between wages, 
prices and production. The conclusions on the outlook for wages emphasize as 
determining factors the growth of real national income and productivity, 
stronger than any union or corporation policy, and argue that “the best wage 
policy is one that promises the greatest stability of prices without prejudice 
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to their flexibility and leaves open the possibility of a gradual and slow 
eventual rise of prices but excludes the danger of a race between wages and 
prices” (pp. 90-91). The hope is expressed that unions will adopt a more 
realistic long-range policy, taking account both of the growing strength of 
labor and of the increasing complexity of the economic system, and work 
“not to maximize the earnings of a particular group of workers, but to 
maximize the total real compensation of employees by maximizing the total 
real national income” (p. 90). 

Part II, on the institutional setting, points out the spectacular and far- 
reaching consequences of the change in the basic attitude of the state toward 
labor-management relations, as well as labor standards and social security. 
It includes chapters on the development of law in the fields of child and 
women’s labor, veterans’ programs, social security, training and job placement, 
protection against job injuries and health insurance. These chapters are 
historical and factual, with relatively little pointing up of issues. One may 
question whether the amount of detail given contributes enough to the 
general purpose of the volume to justify inclusion. The remaining chapters 
of Part II deal with unions, collective bargaining, union agreements, work 
stoppages, and labor arbitration. These chapters contain little that is new, but 
give a reasonably adequate account of historical trends and of current 
institutions. Of considerable interest is the use of the previously reported 
interviews with union and management leaders on collective bargaining. In 
the analysis of stoppages and methods of dealing with them one wishes for 
more attention to the role of the strike in bringing about agreements and of 
mediation. At some points there is need also for more attention to the impact 
of Taft-Hartley or of the restrictive laws of the states. 

Part III, on employment and unemployment, includes chapters on the 
labor force, its seasonal and cyclical variations, the demand for labor, 
employers, the age factor, employment of women, of Negroes, and in agri- 
culture, turnover and unemployment. Here is indeed a storehouse of fascinating 
data, mined from the Census, the Bureau of Labor Statistics, and from the 
social security and unemployment insurance records. A few examples of 
analyses throwing new light on problems are these: of the fringes of the 
labor force, marginal workers and marginal nonworkers, by sex and age; 
of the extent of intermittent and part-time employment; of occupational 
advancement from youth to age; of trends in diversification of opportunities 
for women, Negroes, and the farm labor supply; of the fluidity of the labor 
force between employers and between industries. These chapters are highly 
suggestive as to questions for further research and issues of policy. 

Part IV has chapters on the forms of wages; job evaluation; distribution of 
workers by annual earnings; age, sex and race differences in earnings; 
industrial, occupational and geographical differentials; wages in agriculture; 
and union and nonunion wages. Again fruitful use is made of the Old Age 
and Survivors Insurance data, as well as the studies by the Department of 
Labor, and the data and their interpretation are frequently of great interest. 
Emphasis is given to the complexity of the wage structure, the result of many 
forces. Unionism is only one of these, the impact of which can be judged 
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only imperfectly through analysis of the patterns of wages in union and 
nonunion establishments. Woytinsky’s concluding chapter on trends of wage 
differentials points out as “highly meaningful developments in the structure 
of wages” the great reduction in at least four types of disparity in earnings 
in recent years, in geographical, industrial, occupational, and racial differen- 
tials (p. 510). The trend toward equality in earnings, he adds, means an 
increasing concentration of the majority of workers within a comparatively 
narrow earnings interval close to the lower end of the frequency distribution, 
but does not preclude wide dispersion of the minority in higher earnings in 
accordance with ability, economic value, bargaining power, and other factors. 

The report of the Committee presents general conclusions on wage and 
employment policy, without going far into controversial areas. Free collective 
bargaining is accepted as the best though an imperfect method of wage 
determination. Though no one principle can be universally applied, unions 
are urged to “accept a moderate rate of increase in wages, i.e., a rate 
approximating the probable rate of increase in output per manhour for the 
economy as a whole” (p. 525). On employment policy a series of recommen- 
dations is made to employers, unions and government for improving the 
operation of the labor market. 

Emity CLARK BROWN 
Vassar College 


Labor Problems: Cases and Readings. By Grorcr P. SHuLTz and JoHN R. 
CoLEMAN, editors. (New York: McGraw-Hill. 1953. Pp. vii. 453. $4.50.) 
This collection of readings is designed to provide the undergraduate student 
of labor economics with “a feel for the complexities of problems on which we 
all hold strong opinions.” The selections are grouped in six sections: (1) The 
Growth of Unionism, (2) Management: Problems and Approach, (3) Collec- 
tive Bargaining: The General Picture, (4) Collective Bargaining: Selected 
Issues, (5) Economics of Collective Bargaining, and (6) Public Policy in 
Labor Relations. Each of the six sections is prefaced by an introduction which 
attempts to link the individual selections and relate them to the major 
analytical problems. 

The collection will prove of great value to those instructors who view labor 
problems primarily in an industrial relations and collective bargaining frame- 
work. There are no readings in the more traditional areas of wage determina- 
tion, unemployment, social security, workmen’s compensation, social legisla- 
tion, and minority groups in industry. The readings, therefore, fail to cover a 
basic part of the typical introductory course, variously titled Labor Economics 
or Labor Problems. The long struggle for social legislation before the mass 
upsurg of unionism, and the present intensified interest of unions in legisla- 
tive action to solve basic labor problems illustrate the importance of this 
neglected subject matter. Since the readings are designed to give the student 
a feel for labor problems, this overemphasis of the newer approach by com- 
pletely neglecting the older, involves very high opportunity cost for the 
student, who, all too frequently, has time only for a one-semester survey 
course. 
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Because no selection of readings can be universally satisfactory to everyone, 
it is perhaps too easy to question the choice of particular articles. If one 
concedes that the editors’ concept of the appropriate subject matter is correct, 
then one must also concede that their selections have enabled them to success- 
fully carry out their intentions. The quality of the individual articles is gen- 
erally high, especially those in the sections pertaining to Union Growth and 
the Economics of Collective Bargaining. This over-all high calibre has not 
been attained at the expense of balance, for differing points of view are ade- 
quately portrayed. While the cases are generally illustrative of basic problem 
areas, some of the selections are of atypical situations. For instance, the only 
case study on organization, ‘“The Unionization of the Combination Window 
Company,” concerns a small firm of eighty workers, self-organized, without 
even a formal organizing drive; this selection certainly does not suffice to 
illustrate the long, costly and frequently bitter struggle to organize, whether 
in the mass production industries or in company towns. The same case does 
not sufficiently illustrate the many attitudes, motives, and drives which impel 
workers to join a union. The subsection titled “Pages from American Labor 
History” does not include any article, even of a very brief nature, on either 
the Industrial Workers of the World or the Knights of Labor. In spite of these 
and other omissions, the book is one of the better collections in the labor 
economics area and any attempt to include a greater number of readings by 
increasing the size of the book would probably have resulted in detracting 
from the interesting nature of the compilation. This ability to vitalize the 
subject matter and to stimulate the student is one of the major advantages of 
these readings, since the average textbook is notable in its ability to bore its 
readers. 

Any one of the separate readings which comprise the collection can be 
treated as an independent entity and read individually. Such diverse subjects 
as the conflict between the American Federation of Labor and the Congress of 
Industrial Organizations, democracy and bureaucracy in trade unions, union 
and management philosophy, the factory as a social system, labor-management 
cooperation, accommodation and conflict, internal wage problems, seniority, 
the labor market, union effect on wages, and important Wagner and Taft- 
Hartley Act cases, are well developed in articles by leading authorities in the 
industrial relations field. Greater integration of these individually meritorious 
articles would have been desirable, for, despite the generally excellent editorial 
introduction to each of the six sections, the significance of the essays in rela- 
tion to one another is never developed. Perhaps this failure to integrate is 
intentional and is designed to acquaint the student with the sprawling and 
uncoordinated nature of the field. 

Since the collection is designed as a teaching aid and textbook supplement, 
it must be reviewed in that context. Certainly the goal of stimulating interest 
and of bringing to the classroom a feel for some of the problems has been 
attained. Those instructors who think that labor management problems are 
only one of the major labor problems will deplore the emphasis of the com- 
pilation and will look somewhere else for supplementary material. Those who 
emphasize the interdisciplinary industrial relations approach will find this a 
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valuable up-to-date supplement. Despite omissions and shortcomings, these 
readings deserve the attention of all those who teach the introductory courses 
in the labor field. 
Irvin SOBEL 
Washington University 


Collective Bargaining: Negotiations and Agreements. By SELWYN H. Torr. 
(New York: McGraw-Hill. 1953. Pp. ix, 323. $5.50.) 


The subject matter of labor economics and collective bargaining now re- 
ceives considerable attention in the curricula of a wide range of educational 
institutions, from the liberal arts college to the professional schools of labor 
and personnel relations. In some cases, the time available is restricted and the 
objective is general understanding of the institutions, the issues and the 
problems involved. In others, the material is subdivided into courses with a 
sharper focus and with professional objectives. Mr. Torff’s book is well 
adapted to the needs of the second and more professional orientation. His 
subject matter is collective bargaining contracts: the issues they cover, the 
pros and cons of each issue and the possible variations in approach and con- 
tract language. He is a lawyer and can hardly be blamed for making a brief 
defense of the role of the “labor relations attorney” in collective bargaining. 
The book itself is perhaps his best defense, though, for it is well organized, 
clear, and concise, if not particularly lively. 

The book is divided into four major parts. After presenting some intro- 
ductory and background material in the first three chapters, Torff discusses 
in considerable detail first the noneconomic and then the economic issues 
facing unions and managements in collective bargaining. He concludes with a 
brief discussion of the administration and enforcement of agreements. 

His chapter on wage negotiations, the “focal point of the collective bargain- 
ing process,” illustrates the way in which Torff presents his material. The 
chapter is entitled “Criteria for Wage Adjustments in Collective Bargaining.” 
After some introductory comments which include the statement that “the 
approach of both unions and employers to the above-listed criteria is funda- 
mentally opportunistic,” he discusses these criteria in some detail: ability to 
pay, cost of living, minimum family budgets, productivity, maintenance and 
increase of purchasing power, area or industry rate comparisons, and “pattern” 
wage adjustments. The discussion is, in each case, informative and clear; 
nevertheless, it does not go very far in advancing our understanding of wage 
negotiations. His explanation of what really determines wage settlements is, 
in fact, condensed into one or two sentences at the end of the chapter, where 
we learn that they “are generally dictated by the use or potential use of the 
economic pressure which the parties can bring to bear upon one another.” 

Torff has set himself the task of describing and analyzing the collective 
bargaining process in “an objective and constructive manner.” He deserves 
particular commendation for the objectivity and balance with which he pre- 
sents his material. And, since clear and thorough description is always con- 
structive, he may in a sense be said to have attained that goal as well. But 
he is not really constructive in the sense of moving the ball in a new direction 
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or of providing a fresh and penetrating analysis of our problems, as is shown 
by his treatment cited above of wage determination. Perhaps he had no inten- 
tion of moving into uncharted areas. At any rate, Torff has covered a large 
and important area in a careful and informative way. His book should be a 
useful initial reference point for practitioners in this field and a helpful text 
for courses in collective bargaining contracts. 
GerorcE P. SHULTz 
Massachusetts Institute of Technology 


Population; Social Welfare and Living Standards 


Standard of Living: The Concept and Its Place in Economics. By Huco E. 
Pippinc. (Helsingfors: Societas Scientiarum Fennica. 1953. Pp. 280. 
MK 1400.) 


This is the second book Professor Pipping of the University of Helsingfors 
has written on the standard of living. The first one appeared in 1935 and was 
in the Swedish language. When he decided to present his research in English 
he found that his points of view had changed with the lapse of years. Instead 
of merely restating his case, he reformulated ideas, reorganized materials, and 
brought in much that was new, giving particular consideration to the literature 
published since 1935. The result is an entirely new book—the present volume. 

Pipping begins with the premise that the usual textbook approach to con- 
sumption as the goal of economic activity is weak and unsatisfactory. He 
points out that there is no adequate method of measuring and comparing the 
wants and desires of individuals, and that it is doubtful if we can maximize 
want-satisfaction through the application of the law of diminishing utility. 
Showing that the problem of wants and satisfactions is a domain common to 
both economics and psychology, he discusses ethical and psychological 
hedonism and the use of Gestalt psychology to analyze choice-making proc- 
esses. He feels that the standard of living may be the missing link needed to 
fill the perplexing gap which seems to exist between individual wants and the 
economist’s scales of demand. The first five chapters are devoted to the 
development of this, the main thesis of the book—that the study of consump- 
tion should be based wholly upon group standards of living over extended 
periods of time. 

The next five chapters are concerned with some detailed analyses of goods 
and services which constitute the standard of living. To Pipping the standard 
of living is not an abstract concept, but involves economic ends and values, and 
is concerned especially with all choices where economic decision is neces- 
sary because of limited means. Considerable attention is given to definitions of 
scales and planes of living, and to research on family budgets and minimum 
standards of efficiency. Social classes or strata and the standard of living are 
shown to run parallel even when there is a change in the components which 
enter into the standard. 

In the last five chapters the concept of the standard of living is further 
analyzed and expanded. It is shown that in addition to the consumption of 
goods and services, the standard of living also includes such elements as work- 
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ing time, leisure, and thrift. Since most consumption takes place within the 
family, the group standard of living is far more important in economics than 
that of the individual. Consideration must be given to size of family, occupa- 
tional status, and ability to plan and save for future consumption. The im- 
portance of time in the standard and the need to study consumption patterns 
over the whole life-cycle of the family are emphasized. The failure to consider 
wants over long periods and in family groups is, in Pipping’s mind, the most 
serious defect of the marginal utility analysis. The effects of education, birth 
control, inflation, and social mobility are given careful attention. In the last 
pages, following a fine diagrammatic exposition of the place of the standard 
of living in economic analysis, Pipping reiterates his original argument—that 
it would be more to the point if textbooks in economic theory showed that the 
goal of economic activity is the raising of standards of living rather than the 
maximizing of satisfactions. 

In the opinion of this reviewer, Pipping has made an important contribution 
to economic theory in thus suggesting a new approach to the consumption 
phase of economic activity. His research is thorough and presentation 
scholarly. He is conversant with the ethical and psychological foundations of 
economics and brings in a wealth of material from writers in psychology, phi- 
losophy, sociology, and economics. All materials are carefully annotated and 
documented, and the text itself is organized under well-selected titles and sub- 
titles. In addition to a lengthy bibliography, the book features a full and 
informative table of contents. An occasional awkward sentence and archaism 


in no way detract from the general interest of the work. 
JANE?T L. WESTON 


Champaign, Illinois 
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Illinois Press. 1953. Pp. vii, 396. $7.50.) 

OrrerRcELD, J. W. G. De ontwikkeling van het pont sterling als internationale valuta (The 
development of sterling as an international currency). (Tilburg: W. Bergmans. 1953. 
Pp. 260. f. 7.90.) 

Part, G. U. The first twenty years of the Bank for International Settlements. (Rome: Ban- 
caria. 1951. Pp. 270. L. 1500.) 

Scumitz, W. Die Wirtschaftliche Integration Europas: Stand und Médglichkeiten im 
Spiegel des Wiener Kongresses der Internationalen Handelskammer. (Vienna: Verlag fiir 
Geschichte und Politik. 1953. Pp. 36.) 

WEMELSFELDER, J. Het herstel van de Duits-Nederlandse economische Betrekkingen na de 
tweede wereldoorlog (The reconstruction of German-Dutch economic relations after 
World War II). (Leiden: H. E. Stenfert Kroese N. V. 1954. Pp. 133.) 

Wittkowsk1, A. Schrifttum zum Marshall plan and zur wirtschaftlichen Integration Eu- 
ropas. A bibliography. (Bad Godesberg: Bundesministerium fiir den Marshallplan. 1953. 
Pp. 382.) 

The activities of the European Community. General report of the High Authority. (Luxem- 
bourg: European Coal and Steel Community. 1953. Pp. 116.) 

Activities of FAO under the expanded technical assistance program 1952-53. Conference of 
FAO seventh sess. 23 Nov. 1953. (New York: Columbia Univ. Press. 1953. Pp. iv, 86. 
$1.) 

Commission on Foreign Economic Policy report to the President and Congress January 
1954. And Minority report, by D. A. Reed and R. M. Simpson. (Washington: Supt. 
Docs. 1954. Pp. 94; 20.) 

Staff papers presented to the Commission on Foreign Economic Policy. (Washington: 
Supt. Docs. 1954. Pp. xv, 531. $1.75.) 

Commodity trade and economic development. U.N. pub. 1954. II.B.1 (New York: Colum- 
bia Univ. Press. 1953. Pp. vii, 102. 75¢.) 

Comparative statistics for the American republics. Bus. inf. service, World trade ser. no. 
505. (Washington: Bur. of For. Commerce. 1953. Pp. 25.) 

Direct private foreign investments of the United States census of 1950. (Washington: Balance 
of Payments Div., Bur. of For. and Domestic Commerce, Office of Bus. Econ. 1953. Pp. 
61.) 

Distribution -tatistics in fifteen countries. (New York: U. S. Council of the Internat. 
Chamber of Commerce. 1954. $1.50.) 

The Far Eastern Commission: a study in international cooperation, 1945 to 1952. Dept. 
of State pub. 5138. (Washington: Supt. Docs. 1953. Pp. v, 239. 70¢.) 

Foreign exchange regulations in Great Britain. Suppl. 8. (Basle: Bank for Internat. Settle- 
ments. 1953. Pp. var.) 

Foreign grants and credits by the United States government: a report prepared for the use 
of the Congress and government agencies. Sept. 1953 quarter. (Washington. Supt. Docs. 
1953. Pp. ii, 3, 15.) 

International development and related legislation. Report of the Investigations Division of 
the Senate Committee on Appropriations, 83d Cong., 2nd sess. (Washington: Supt. Docs. 
1954. Pp. 16.) 

Legislative history of the Export-Import Bank of Washington. By the Senate Committee 

on Banking and Currency, 83d Cong., 1st sess. (Washington: Supt. Docs. 1953. Pp. 20.) 
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The long-term contract. Commodity pol. stud. no. 3. (Rome: Food and Agric. Org. 1953. 
Pp. 27.) 

A new proposal for the reduction of customs tariffs. (Geneva: GATT Secretariat, Office 
of the U.N. 1954. Pp. 16. 15¢.) 

Observations on the proposed International Sugar Agreement. Commodity policy stud. no. 
4. (Rome: U.N. Food and Agric. Org. 1953. Pp. 10.) 

An organizational survey of the International Bank for Reconstruction and Development. 
By the Senate Committee on Banking and Currency, 83d Cong., 2nd sess. Senate doc. 
no. 86. (Washington: Supt. Docs. 1954. Pp. 10.) 

Progress and problems of the European economy, Fifth annual report of the OEEC. (Paris: 
Organization for European Econ. Cooperation. 1954. Pp. 299. $3.50.) 

This publication comprises an examination of the economic situation and problems 
of each of the member and associated countries, as well as a brief general economic 
survey of Western Europe as a whole. 

The essential findings of the general survey concern three recent economic develop- 
ments in member countries; the elimination of the inflationary trends of recent years; 
the improvement in Western Europe’s balance of payments, both over-all and with the 
dollar area; and the continued failure of Western European production to expand at a 
satisfactory rate. The present main issue for policy is, therefore, to find means of in- 
creasing the rate of domestic expansion while maintaining both internal financial sta- 
bility and the progress made towards external payments equilibrium. 

The Report finds that, on the basis of present policies and assuming unchanged world 
economic conditions, European production as a whole is not likely to expand sub- 
stantially in the next year or two. In view both of the existence of physical scope for 
expansion and the diminished obstacles thereto in the form of the disappearance of infla- 
tionary trends and the strengthened dollar positions and gold and dollar reserves of most 
member countries, the Report however concludes that the adoption of a more expansion- 
ary policy by European countries involves a calculated risk which should be taken, the 
long-run dangers inherent in a continued failure to expand production outweighing the 
short-run costs of temporary balance of payments deterioration. 

The general survey ends with a brief examination of types of internal policies designed 
to promote such expansion, and of the desirability and possibility of facilitating such 
expansion by measures to be taken in concert with other countries, including the United 
States and Canada. 

Réglementation du commerce de l’or et des devises en France. Suppl. 14. (Basle: Bank for 
Internat. Settlements. 1953. Pp. var. Sw. fr. 16.-.) 

Report to Congress on the Mutual Security Program for the six months ended December 
31, 1953, (Washington: Supt. Docs. 1954. Pp. v, 65. 45¢.) 

Review of international commodity problems 1952. Prepared by the Interim Co-ordinating 
Committee for International Commodity Arrangements. (New York: United Nations. 
1953. Pp. iii, 51.) 

The state of food and agriculture 1953: pt. I—Review and outlook. Prepared by the U.N. 
Food and Agricultural Org. (New York: Columbia Univ. Press. 1953. Pp. iv, 125. $1.) 
Statistical yearbook 1953. U.N. pub. 1953. XVII.9. (New York: Columbia Univ. Press. 

1953. Pp. 578. Cloth $7.50; paper $6.) 

Strength at home. ATL’s proposals, with useful tariff and foreign trade information and 
statistics. Pub. no. 135. (New York: Am. Tariff League. 1954. Pp. 62.) 

Study of factors limiting American private foreign investment. Pt. 1, Survey of factors in 
foreign countries. And Summary of preliminary findings and recommendation. By the 
Office of Internat. Trade, Dept. of Commerce. (Washington: Supt. Docs. 1953. Pp. 132; 
39.) 

Trading with the Enemy Act. Interim report of the Subcommittee to investigate the ad- 
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ministration of the Trading with the Enemy Act to the Senate Committee on the Ju- 
diciary. (Washington: Supt. Docs. 1953. Pp. 79.) 

Union of South Africa—summary of import control regulations. Bus. inf. service, World 
trade ser. no. 517. (Washington: Bur. of For. Commerce. 1954. Pp. 20.) 

United States international trade policy. No. 17. (Chicago: Council for Technological 
Advancement. 1954. Pp. 31.) 

U. S. tax incentives for private foreign investment. Prepared by Stanford Research Inst. 
with collaboration of the For. Commerce Dept. Committee. (Washington: For. Com- 
merce Dept., U. S. Chamber of Commerce. 1954. Pp. xii, 81. 50¢.) 

The work of FAO 1952-53: report of the director-general. (New York: Columbia Univ. 
Press. 1953. Pp. 46. $1.) 


Business Administration 


Biocxer, J. G., and WeLttmeEr, W. K. Cost accounting. 3d ed. (New York: McGraw-Hill. 
1954. Pp. xvi, 623. $6.50.) 

Botuincer, L. L., and Day, J. S. Management of new enterprises: a casebook of problems 
on the establishment and operation of new businesses. (Homewood, IIl.: Richard D. 
Irwin. 1954. Pp. viii, 489. $5.50.) 

Forp, P., and Tuomas, C. J. Shops and planning. Second report of the Southampton 
Survey. (Oxford: Basil Blackwell. 1953. Pp. 54. 4 s.) 

Geary, H. V. R. The background of business. (New York and London: Oxford Univ. 
Press. 1954. Pp. 224. $1.70.) 

An elementary text in business economics designed for the British student. 

MEERTENS, L. De organisatie van de verkoop (Marketing organization and control). 
(Leiden: H. E. Stenfert Kroese N. V. 1954. Pp. x, 290. f. 14.25.) 

Morton, N., and Mossman, F. H. Industrial traffic management. (New York: Ronald 
Press. 1954. Pp. x, 558. $6.50.) 

Mover, C. A., and Scovirt, H. T. Fundamental principles of accounting. (New York: 
John Wiley and Sons. London: Chapman and Hall, 1954. $6.) 

Scott, W. D., CLornter, R. C., and Sprrecer, W. R. Personnel management. Sth ed. (New 
York: McGraw-Hill. 1954. Pp. x, 690. $6.50.) 

SpRIEGEL, W. R., and Date, A. G. Personnel practices in industry. Bur. of Bus. Research 
personnel stud. no. 8. (Austin: College of Bus. Admin., Univ. of Texas. 1954. Pp. 67. 
$1.50.) 

Realistic depreciation policy—-a summary. (Chicago: Machinery and Allied Products Inst. 
1953. Pp. vi, 35, xiii. $1.) 


Industrial Organization; Public Regulation of Business 


Kuuimevyer, H. J. Nationale of internationale katoenpolitiek (Cotton: a national or an 
international policy?). (Arnheim: Gouda Quint en Brouwer. 1953. Pp. 215.) 

Discretionary treble damages in private antitrust suits. Hearing before subcommittee no. 3 
of the House Committee on the Judiciary, 83d Cong., Ist sess., May 26, 1953. (Wash- 
ington: Supt. Docs. 1954. Pp. 60.) 

First semi-annual report of the Small Business Administration. (Washington: Small Busi- 
ness Admin. 1954. Pp. 116.) 

The government in business; Pt. I, Seventh intermediate report of the House Committee 
on Government, 83d Cong., 2nd sess. (Washington: Supt. Docs. 1954. Pp. 35.) 
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Investigation into commercial and industrial-type activities in the federal government. 
Hearings before a subcommittee of ihe House Committee on Government Operations, 
83d Cong., Ist sess., June 9-16, 1953. And July 21-30, 1953. (Washington: Supt. Docs. 
1953. Pp. 390; 561.) 

A short international bibliography of public administration. U.N. pub. 1953. II.H.1. (New 
York: Columbia Univ. Press. 1953. Pp. iv, 20. 30¢.) 


Public Utilities; Transportation; Communications 

BACKMAN, J. Rate policies and rate practices of the United States Post Office. Prepared 
for the Advisory Council, Senate Committee for Post Office and Civil Service. (New 
York: Magazine Pub. Assoc. 1954. Pp. 214. $1.) 

Hu ttcren, T., assisted by GREENWALD, W. I. Transport and the state of trade in Britain. 
Occas. paper 40. (New York: Nat. Bur. of Econ. Research. 1953. Pp. xii, 114. $1.50.) 

Littte, I. M. D. The price of fuel. (Oxford: Clarendon Press. 1953. Pp. xiv, 194.) 

Locxun, D. P. Economics of transportation. 4th ed. (Homewood, Ill.: Richard D. Irwin. 
1954. Pp. xiv, 916. $6.50.) 

McDowe Lt, C. E., and Gisss, H. M. Ocean transportation. (New York: McGraw-Hill. 
1954. Pp. xv, 475. $7.) 

Moptey, R., and Cawtey, T. J., eds. Aviation facts and figures 1953. (Washington: 
Lincoln Press. 1953. Pp. 224. $5.) 

Tarr, C. A. Operating rights of motor carriers (Interstate Commerce Commission policy 
regarding property carriers). (Dubuque: Wm. C. Brown. 1953. Pp. xi, 251. $4.) 


Industry Studies 


Baker, R. D. Lumber prices and full employment. Pub. no. 10 of Grad. Econ. Seminar. 
(New York: Dept. of Econ., Syracuse Univ. 1953. Pp. 78. 50¢.) 

Lreson, E. A short history of wool and its manufacture (mainly in England). (Cambridge: 
Harvard Univ. Press. 1953. Pp. 205. $2.50.) 

Mercitton, H. Cinéma et monopoles—le cinéma aux Etats-Unis: étude économique. 
(Paris: Lib. Armand Colin. 1953. Pp. xii, 202. 700 fr.) 


Land Economics; Agricultural Economics; Economic Geography 


ABEL, W. Agrarpolitik. (Gottingen: Vandenhoeck and Ruprecht. 1951. DM. 29.80.) 

Boyp Orr, Lorp. The white man’s dilemma—food and the future. (London: Allen and 
Unwin. 1953. Pp. 124. 9 s., 6 d.) 

D’HeErovvitte, H. Le marché mondial des céréales. (Paris: Presses Univ. de France. 1953. 
Pp. xii, 223.) 

Fite, G. C. George N. Peek and the fight for farm parity. (Norman: Univ. of Oklahoma 
Press. 1954. Pp. xii, 314. $4.) 

Forp, P., and Tuomas, C. J. Housing targets. Third report of the Southampton Survey. 
(Oxford: Basil Blackwell. 1953. Pp. 56. 4 s.) 

GasPARINI, I. Sviluppo economico e ruolo dell’agricoltura. (Sassari: Banca e Credito Agrario. 
1953. Pp. xv, 290.) 

Gre, W. The social economics of agriculture. 3d ed. (New York: Macmillan. 1954. Pp. 
vii, 516. $6.50.) 

Grmore, H. W. Transportation and the growth of cities. (Glencoe, Ill.: Free Press. 1953. 
Pp. vi, 170. $3.) 
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Hussanp, W. H., and Anperson, F. R. Real estate. Rev. ed. (Homewood, Ill.: Richard 
D. Irwin. 1954. Pp. xii, 624. $6.) 

Mepict, G. Principles of appraisal. (Ames: Iowa State College Press. 1954. Pp. xi, 254. 
$3.50.) 

ScHICKELE, R. Agricultural policy: farm programs and national welfare. (New York: 
McGraw-Hill. 1954. Pp. x, 453. $6.50.) 

Smaies, A. E. The geography of towns. (New York: Hutchinson’s Univ. Library. 1953. 
Pp. 166. 8 s., 6 d.) 

Agriculture in Asia and the Far East: development and outlook. Prep. by the U.N. Food 
and Agric. Organization. (New York: Columbia Univ. Press. 1953. Pp. 163. $1.) 

Part 1 is a report of the FAO Regional Meeting on Food and Agricultural Programs 
and Outlook in Asia and the Far East, held in Bangalore, State of Mysore, India, July 
27-Aug. 5, 1953. Part II is a working paper prepared by FAO for discussion at the re- 
gional meeting and revised in the light of additional information furnished at the meeting. 

Coal and iron resources of Asia and the Far East. Prepared by the Secretariat of the 
ECAFE. (New York: United Nations. 1953. Pp. 151.) 

Reclamation accomplishments 1905-1953: Klamath project Oregon-California. (Sacramento, 
Calif.: Regional Office, Region 2, U. S. Dept. of the Interior, Bur. of Reclamation. 1954. 
Pp. v, 74.) 

Recommendations on government housing policies and programs. Report of the President’s 
Advisory Committee on Government Housing Policies and Programs, Dec. 1953. (Wash- 
ington: Supt. Docs. 1953. Pp. 377.) 


Labor 


BarBasH, J. 7aft-Hartley act in action—? 1954, 1953, 1952, 1951, 1950, 1949, 1948, 1947, 
and essentials of a new labor policy. (New York: League for Industrial Democracy. 
1954. Pp. 46. 25¢.) 

CHAMBERLAIN, N. W., and Scu1iutnc, J. M. The impact of strikes—their social and eco- 
nomic costs. (New York: Harper. 1954. Pp. vii, 257. $4.) 


Core, G. D. H. Attempts at general union—a study in British trade union history 1818- 
1834, (London: Macmillan. 1953. Pp. v, 218. 16 s.) 


. An introduction to trade unionism. (New York: Macmillan. London: George 
Allen and Unwin. Pp. 324. $4.25.) 
Czerwonky, H. E. Freedom from insecurity. (Washington: Public Affairs Press. 1954. 
Pp. ix, 198. $3.50.) 

In the preface, the author says: “In this book I have presented a new national labor 
policy which guards the well-being of all our workers and assures the preservation of 
our free enterprise system. Also included is a discussion of the steps that are necessary 
to prevent general business declines in the future and an analysis of the economic require- 
ments for obtaining peace between nations. The subjects of international trade and its 
enlargement, taxation, old-age security, unemployment insurance, corporate financing 
and the farm problem are also analyzed.” 

The proposed national labor policy is called “Two-Way Bargaining” and represents 
a return to individual bargaining, subject to certain governmental regulations to prevent 
abuses. 

Jones, H. E. Railroad wages and labor relations 1900-1952: an historical survey and sum- 
mary of results. (New York: Bur. of Inf. of the Eastern Railways, 1953. Pp. viii, 375.) 

Lipset, S. M., and Gorpon, J. Mobility and trade union membership. Reprint no. 51. 
(Berkeley: Inst. of Indus. Relations, Univ. of California. 1954. Pp. 13.) 

NevuFELp, M. F. Labor unions and national politics in Italian industrial plants. Cornell 
Internat. Indus. and Lab. rept. no. 1. (Ithaca: Inst. of Internat. Indus. and Lab. Rela- 
tions, Cornell Univ. 1953. Pp. xiv, 146.) 
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Rocorr, N. Recent trends in occupational mobility. (Glencoe, lll.: Free Press. 1953. Pp. 
131. $4.) 

Suott, J. Taft-Hartley prospects for 1954. (Washington: Public Affairs Inst. 1954. Pp. 
47. 40¢.) 

Somers, G. G. Experience under national wage agreements: the bituminous coal and flint 
glass industries of West Virginia. W. Va. Univ. bus. and econ. stud., vol. 2, no. 4. (Mor- 
gantown: Bur. of Bus. Research, West Virginia Univ. 1953. Pp. vii, 82.) 

Tynpatt, A. The settlement of labor disputes in New Zealand. (Cambridge: Indus. Rela- 
tions Sec., Mass. Inst. of Technology. 1954. Pp. 57.) 

Wanoer, H. Berufsausbildung und produktivitit: Westdeutsche Nachwuchsprobleme im 
Zusammenhang in- und auslindischer Entwicklungen. Kieler stud. 26. (Kiel: Inst. fiir 
Weltwirtschaft, Univ. Kiel. 1953. Pp. vi, 157. DM 10,-.) 

Fundamentals of labor peace: a final report. Case stud. no. 14 prepared for the NPA Com- 
mittee on the Causes of Industrial Peace under Collective Bargaining. (Washington: 
Nat. Planning Assoc. 1953. Pp. viii, 119. $1.) 

Mexican farm labor. Hearings before the House Committee on Agriculture, 83d Cong., 2nd 
sess. (Washington: Supt. Docs. 1954. Pp. 239.) 

La rémunération du travail et la politique du salaire. No. 4, Salaires et prix: étude de 
modéles statiques; Nos. 5 and 6, Les salaires en Grande-Bretagne. (Paris: Inst. de Sci. 
Econ. Appliquée. 1951, 1953. Pp. 126; 150; 189.) 

Taft-Hartley act revisions. Hearings before the Senate Committee on Labor and Public 
Welfare, 83d Cong., 2nd sess., Jan. 25-29, Feb. 1-9, 1954. (Washington: Supt. Docs. 
1954. Pp. 58.) 

Year book of labour statistics 1953. 13th issue. (Geneva: Internat. Labour Office. 1953. 
Pp. xv, 375. $5.) 


Population; Social Welfare and Living Standards 


Barciay, G. W. Colonial development and population in Taiwan. (Princeton: Princeton 
Univ. Press. 1954. Pp. xviii, 274. $5.) 

“Taiwan is the only place where it is possible to study the processes of change of a 
Chinese population over a substantial period of time on the basis of excellent data... . 
Under Japanese rule an unusually accurate statistical record was maintained in Taiwan 
from 1905 to 1943, providing an unbroken series of data that is longer, and in some 
respects richer, than that for Japan proper. 

“Indeed, the Taiwanese material provides much more than a unique demographic 
record of Chinese people. It is, if not the only case, then certainly one of the very few 
cases in the world in which the trends in fertility and mortality can be traced with 
precision from the initial stages of modernization.” (From the preface by Frank W. 
Notestein.) 

Citroen, H. A. European emigration overseas, past and future. No. 1 of the pubs. of the 
Research Group for European Migration Problems. (The Hague: Martinus Nijhoff. 
1953. Pp. 48. f. 2.50.) 

Danpvexkov, V. M., and Danpexov, K. Survey of fertility and mortality in Poona district. 
(Poona: D. R. Gadgil for Gokhale Inst. Pol. and Econ. 1954. Pp. xii, 191. Rs. 5 or 7 s., 
6d.) 

Eppinc, F. The refugees as a burden, a stimulus and a challenge to the West German 
economy. No. 2 of the pubs. of the Research Group for European Migration Problems. 
(The Hague: Martinus Nijhoff. 1953. Pp. 54. f. 3.50.) 

Hoyt, E. E., Rew, M. G., McConnett, J. L., Hooxs, J. M., and Mve.per, W. G. Amer- 
ican income and its use. (New York: Harper. 1954. Pp. xxi, 362. $4.) 


| 

4 

4 

A 

7 


TITLES OF NEW BOOKS 


487 


Peacock, A. T., ed. Income redistribution and social policy. (London: Jonathan Cape. 
1954. Pp. 296. 26 s.) 


Wanpver, H. The importance of emigration for the solution of population problems in 
Western Europe. No. 4+ of the pubs, of the Research Group for European Migration 
Problems. (The Hague: Martinus Nijhoff. 1953. Pp. 55. f. 2.70.) 


Bibliography of occupational health. Pub. health bibliog. ser. no. 9; prepared by the Pub- 
lic Health Service. (Washington: Supt. Docs. 1954. Pp. 110.) 

The population of Ruana-Urundi. Population stud. no. 15. (New York: Population Div., 
U.N. Dept. of Soc. Affairs. 1953. Pp. vi, 37. 40¢.) 

Resumen general—septimo censo general de poblacion 6 de Junio de 1950. (Mexico. D.F.: 

Secretaria de Econ., Direccion General de Estadistica. 1953. Pp. 265.) 


Unclassified 


Bocvr, D. J., ed. Needed urban and metropolitan research. Scripps Foundation stud. in 
population distribution no. 7. (Oxford, Ohio: Scripps Foundation for Research in Popu- 
lation Problems, Miami Univ. 1953. Pp. x, 88.) 

Cuitps, M. W., and Cater, D. Ethics in a business society. (New York: Harper. 1953. 
Pp. x, 191. $2.75.) 

Goutpner, A. W. Patterns of industrial bureaucracy. (Glencoe, Ill.; Free Press. 1954. Pp. 
282. $4.50.) 

James, P. E., and Jones, C. F., eds. American geography inventory and prospect. (Syra- 
cuse: Assoc. of Am. Geographers, Syracuse Univ. Press. 1954. Pp. xii, 590. $6.) 

Jones, F. W., assisted by BeckERMAN, A. R. The economic almanac 1953-1954. 12th ed. 
A handbook of facts about business, labor and government in the United States and 
other areas. (New York: Thomas Y. Crowell, for the Nat. Indus. Conference Board. 
1953. Pp. xii, 740.) 

Kicer, J. C. Operating principles of the larger foundations. (New York: Russell Sage 
Foundation. 1954. Pp. 151. $2.50.) 

Kinzer, E., and Ross, E. J. Western social thought. (Milwaukee: Bruce Pub. Co. 1954. 
Pp. x, 516. $6.50.) 

Loomis, C. P., Moraes, J. O., Cirrrorp, R. A., and Leonarp, O. E., eds. Turrialba: 
social systems and the introduction of change. (Glencoe, Ill.: Free Press. 1953. Pp. viii, 
288. $3.50.) 

Meap, M., ed. Cultural patterns and technical change. A manual prepared by the World 
Federation for Mental Health. (Paris: UNESCO. 1953. Pp. 348.) 

Perry, R. B. Realms of value: a critique of human civilization. An expansion and revision 
of the Gifford Lectures on Natural Religion delivered at the Univ. of Glasgow in 1946- 
47 and 1947-48. (Cambridge: Harvard Univ. Press. 1954. Pp. xii, 497. $7.50.) 

The author includes a chapter on “Economy and Economics.” 

Rose, A. M. Theory and method in the social sciences. (Minneapolis: Univ. of Minnesota 
Press. 1954. Pp. xii, 351. $5.) 

ScHuMPETER, J. A. Aufsdtze zur Soziologie. Ed. by E. Schneider and A. Spiethoff. 


(Tiibingen: J. C. B. Mohr (Paul Siebeck). 1953. Pp. vii, 232. DM 15.80, Lw. DM 
18.80.) 


Titman, C. What to expect in 1954. 19th annual forecast of the Tillman Survey. (New 
York: Devin-Adair. 1954. Pp. 124. $2.) 


Annual report of the Council 1952-1953, Royal Institute of International Affairs. (Lon- 
don: Chatham House. Pp. 71. 1 s.) 
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Annual report of the Librarian of Congress for the fiscal year ending June 30, 1953. 
(Washington: Lib. of Cong. 1954. Pp. ix, 193.) 

Government sponsored and government supported research—social sciences and interdis- 
ciplinary areas. (Washington: Nat. Science Foundation. 1953. Pp. 87.) 

Major problems of United States foreign policy 1954. (Washington: Brookings Inst. 1954. 
Pp. x, 429. Paper $2; cloth $4.) 

Report for 1951-1952: Alfred P. Sloan Foundation, Inc. (New York: Alfred P. Sloan 
Foundation. 1953. Pp. vii, 86.) 

Social Science Research Council annual report 1952-1953. (New York: Soc. Sci. Research 
Council. 1953. Pp. 78.) 

The teaching of the social sciences in the United Kingdom. UNESCO pub. (Washington: 
UNESCO Relations Staff, Dept. of State. 1953. Pp. 140. $1.) 
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PERIODICALS 


Economic Theory; General Economics 


AKERMAN, J. Valeur économique, valeur politique, valeur sociale. Econ. Appliquée, Oct.- 
Dec. 1952. Pp. 12. 

Attais, M. L’utilisation de l’outil mathématique en economique. Econometrica, Jan. 1954. 
Pp. 14. 

Arrow, K. J. Le principe de rationalité dans les décisions collectives. Econ. Appliquée, 
Oct.-Dec. 1952. Pp. 16. 

Bamey, M. J. Edgeworth’s Taxation Paradox, and the nature of demand functions. 
Econometrica, Jan. 1954. Pp. 5. 

. Price and output determination by a fim selling related products. Am. Econ. 

Rev., Mar. 1954. Pp. 16. 

Batpwin, R. E. A comparison of welfare criteria. Rev. Econ. Stud., XXI (2). Pp. 8. 

BELLMAN, R. Some problems in the theory of dynamic programming. Econometrica, Jan. 
1954. Pp. 12. 

BERNOULLI, D. Exposition of a new theory on the measurement of risk. Translated by Dr. 
Louise Sommer. Econometrica, Jan. 1954. Pp. 14. 
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The thirty-sixth session of the International Labour Conference, Geneva, June 1953. 
Internat. Lab. Rev., Dec. 1953. Pp. 23. 

Wage policies of the WSB: a symposium. Indus. Lab. Rel. Rev., Jan. 1954. Pp. 71. 
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Population; Social Welfare and Living Standards 


Baster, J. Economic aspects of the settlement of the Palestine refugees. Middle East 
Jour., Winter 1954. Pp. 15. 

Burns, R. K. Economic aspects of aging and retirement. Am. Jour. Soc., Jan. 1954. 
Pp.. 7. 

Deyarpin, J. The medical profession and social security. Internat. Lab. Rev., Jan. 1954. 
Pp. 17. 

Dicu, J. Folkepensioneringen. Nationalgk. Tids. 1953, XCI (6). Pp. 20. 

Dunsporrs, E. The optimum theory of population. Weltwirtschaft. Archiv, 1953, LX XI 
(2), Pp. 13. 

FisHMAN, L. Consumer expectations and the consumption function. So. Econ. Jour., Jan. 
1954. Pp. 9. 

Fotcer, J. and Rowan, J. Migration and marital status in ten southeastern cities. Soc. 
Forces, Dec. 1953. Pp. 8. 

Garcés, V. G. Immigration and Indian policy in Latin American countries. Internat. Lab. 
Rev., Jan. 1954. Pp. 1° 

Ginzperc, E. What every economist should know about health and medicine. Am. Econ. 
Rev., Mar. 1954. Pp. 16. 

Henry, L. La fécondite des mariages au Japon. Population, Oct.-Dec. 1953. Pp. 20. 

HoutTHakker, H. S. and Prats, S. J. Les variations de qualité dans les budgets de famille. 
Econ. Appliquée, Jan.-Mar. 1952. Pp. 14. 

Hussarp, R. H. Adequacy of unemployment compensation benefits. Am. Econ. Secur., 
Oct.-Dec. 1953. Pp. 11. 

Mantey, C. R., Jr. The migration of older people. Am. Jour. Soc., Jan. 1954. Pp. 8. 

MEENAN, J. Some aspects of Irish emigration. Internat. Lab. Rev., Feb. 1954. Pp. 14. 

Perroux, F. Les coiits de Vyhomme. Econ. Appliquée, Jan.-Mar. 1952. Pp. 12. 

Prats, S. J. The estimation of equivalent-adult scales from family budgets. Econ. Jour., 
Dec. 1953. Pp. 20. 

Ryser, W. and Impopen, A. Die Bevélkerungsentwicklung im schweizerischen Berggebiet 
seit hundert Jahren. Schweiz. Zeitschr. f. Volkswirtschaft und Stat., Dec. 1953. Pp. 32. 

Sauvy, A. Le probléme démographique et racial en Afrique du Sud. Population, Oct.-Dec. 
1953. Pp. 26. 

Tasan, F. La population du monde et les besoins en matiéres premiéres. Population, Oct.- 
Dec. 1953. Pp. 18. 

Developments in the law—the federal food, drug, and cosmetic act. Harvard Law Rev., 
Feb. 1954. Pp. 91. 


re | | 
| 
ae 
‘ 
| 
4 
| 


NOTES 


A nominating committee consisting of Howard R. Bowen, Mary Jean Bowman, Ewan 
Clague, William Fellner, Martin R. Gainsbrugh and Morris A. Copeland, chairman, has 
submitted the following slate of nominees for 1955 officers of the American Economic 
Association : 

President: John D. Black, Harvard University 

Vice President: 

E. J. Hamilton, University of Chicago 
A. D. H. Kaplan, The Brookings Institution 
P. A. Samuelson, Massachusetts Institute of Technology 
G. W. Terborgh, Machinery & Allied Products Institute 
Executive Committee: 
Milton Friedman, University of Chicago 
E. E. Hagen, Massachusetts Institute of Technology 
Ruth Mack, National Bureau of Economic Research 
Lawrence H. Seltzer, Wayne University 
Representative of Social Science Research Council: 
R. A. Gordon, University of California 


The annual meeting of the Association will be held at the Hotel Statler, Detroit, 
Michigan, December 28-30, 1954. 


INTERNATIONAL CONFERENCE ON UNDERDEVELOPED AREAS 


An international conference on the problems of underdeveloped areas will be held in 
Milan, Italy, from September 26 to October 1, 1954. The conference will be sponsored 
by the Centro Nazionale di Prevenzione e Difesa Sociale, and the organizing committee is 
under the chairmanship of Professor Giordano Dell’'Amore. Economists interested in at- 
tending the conference should write Professor Federico Gualtierotti, secretary of the com- 
mittee, Milano Centro Nazionale di Prevenzione e Difesa Sociale, Palazzo di Giustizia, 
Milano, Italy. 


PUvuBLICATIONS 


The Canadian Journal of Agricultural Economics is now being published semi-annually, 
Spring and Fall, by the Canadian Agricultural Economics Society. Membership dues in 
the Society are $3.00. Nonmember subscriptions to the journal are also $3.00 per year. 
Applications for membership should be addressed to H. E. Comer, Agricultural Division, ° 
Dominion Bureau of Statistics, Ottawa. Manuscripts and editorial correspondence in 
relation to the journal should be addressed to the editor, R. B. How, University of 
Saskatchewan, Saskatoon, Sask. 

The first issue of the Scottish Journal of Political Economy was published in March 
1954 by the Scottish Economic Society, under the editorship of Professor A. K. Cairncross. 
The journal will appear three times yearly and will contain comment on Scottish economic 
and social affairs and articles on political economy, economic history and allied subjects. The 
annual subscription rate is one guinea. Requests for membership in the Society and sub- 
scription orders should be addressed to the Treasurer, David Flint, Esq., C. A., Mann, Judd, 
Gordon & Co., 142 St. Vincent Street, Glasgow, C.2, Scotland. 

Economic Abstracts is published six times a year by the Graduate School of Arts and 
Science of New York University. “It is supposed to provide, on a modest scale, what 
economists have been missing ever since cessation of the publication of Social Science 
Abstracts. Each abstract consists of about 200 words summarizing the essential features 
of an article in a professional journal, free from positive or negative evaluation.” The 
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abstracts are prepared by graduate students at fourteen different institutions. Currently 
twenty-one English-language periodicals are systematically covered, and selected articles 
in seven foreign-language journals (4 French, 2 German, and 1 Italian) are included. 
Inquiries should be addressed to the editor, Professor Otto H. Ehrlich, Graduate School 
of Arts and Science, New York University, Washington Square, New York 3, N.Y. 

Economics Library Selections. As a service to college and university libraries, the 
political economy department of the Johns Hopkins University is issuing a series of 
annotated bibliographies covering books in all fields of economics. The publication, entitled 
Economics Library Selections, will appear in two series, Series I, “New Books in Eco- 
nomics,” the first two numbers of which have appeared, will be issued quarterly. Descrip- 
tive and critical comments on each entry, together with an indication of the size of 
library that might be interested in it, are designed to aid in the selection of books. Series 
II will appear irregularly and will provide bibliographies of books of permanent value in 
each of the major fields of economics. 


Lapor-RELATIONS RECORDS 


The Society of American Archivists has inaugurated a project to discover and list 
source material on labor-management relations in the United States. Its Committee on 
Labor Union Records published a preliminary report in the January 1954 issue of the 
American Archivist, and plans in time to make an exhaustive check-list, with the co- 
operation of interested persons and organizations. 

Federal government labor records are well in hand at the National Archives in Washing- 
ton. But information is needed about five other categories of labor-relations records: 
(1) those among State archives, (2) those maintained by private enterprise, like the 
Firestone, Westinghouse, and Ford Archives, (3) those in the hands of research and 
teaching institutions, (4) those in family or individual hands, and (5) those maintained 
by unions, city and state Councils and Federations, the great Internationals, etc. 

Any one who has knowledge of such collections of records is requested to communicate 
with Paul Lewinson, chairman, Committee on Labor Union Records, Society of American 
Archivists, at the National Archives, Washington 25, D.C. 


Deaths 


Lawrence A. Cusack died March 26, 1954. 

George Crompton died November 16, 1953. 

Howard D. Dozier died November 7, 1953. 

George W. Edwards, of the department of economics of The City College, died March 
4, 1954. 

Alexander M. Henderson, of the Carnegie Institute of Technology, died February 23, 
1954. 

Herbert Spero, of the department of economics of The City College, died January 2, 
1954. 


Appointments and Resignations 


Gardner Ackley has been appointed chairman of the department of economics at the 
University of Michigan. 

Clark L. Allen, of Florida State University, has been named head of the department of 
economics at Texas A. & M. College. 

Charles W. Allison has been promoted to associate professor of accounting in the Col- 
lege of Business of the University of Utah. 

Frank T. Bachmura has resigned from Denison University to accept a position at 
Vanderbilt University. 


j 
le 
\ 
| 
We 
F 
15 4 


NOTES 507 


Edward M. Barnet has resigned from the Graduate School of Business, Columbia Uni- 
versity, to become professor of marketing in the School of Commerce at Northwestern 
University. 

Petter Bjerve is visiting associate professor of economics at Stanford University. 

Donald F. Blankertz is serving as director of the Graduate Division of the Wharton 
School of Finance and Commerce. 

Kenneth E. Boulding, of the University of Michigan, has been granted leave in 1954-55 
to serve as a fellow of the Ford Foundation’s Center for Advanced Studies in the Be- 
havioral Sciences, Stanford, California. 

Russell Bowers has been appointed interim professor of accounting at the University 
of Florida. 

Paul F. Brissenden, professor of economics at Columbia University, Graduate School of 
Business, will retire in June. 

G. E. Britnell, of the University of Saskatchewan, has been appointed the first Harold 
Innis visiting professor of economics in the department of political economy of the Uni- 
versity of Toronto. 

Neil W. Chamberlain, of Yale University, has been appointed professor of economics 
in the Graduate School of Business of Columbia University, effective in July. 

William H. Chartener has accepted a position in the department of economics of the 
McGraw-Hill Publishing Company. 

Reavis Cox has been named to the newly established Food Fair Foundation professor- 
ship of marketing in the Wharton School of Finance and Commerce. 

John Dales has resigned from McGill University to accept an appointment as assistant 
professor of economics in the department of political economy of the University of 
Toronto, 

Henry David, executive secretary of the National Manpower Council, has been ap- 
pointed associate professor of economics in the Graduate School of Business of Columbia 
University. 

Roger Dehem has been promoted to the rank of full professor in the Faculty of Social 
and Political Science, Université de Montréal. 

William G. Dick has been promoted from instructor to assistant professor of business 
management in the College of Business Administration of the University of Nebraska. 

Robert E. Dickerson has been promoted to assistant professor of economics at Occidental 
College. 

Arch R. Dooley has resigned from the University of North Carolina to accept an 
appointment as assistant professor in the Harvard Graduate School of Business Adminis- 
tration. 

A. M. Dreyer has been promoted from associate professor to professor of economics 
in the School of Business of the University of South Dakota. 

Richard F. Ericson has been promoted to professor of economics at Stetson Univer- 
sity. 

Merton W. Ertell is acting dean of the School of Business Administration of the Uni- 
versity of Buffalo in the current semester. 

Walter H. Franke, of Augustana College, has been appointed assistant professor of 
business administration at the University of South Dakota. 

Hilda K. Gilbert, formerly of the Florence State Teachers College in Alabama, is now 
director of the Social Service Exchange, Cincinnati, Ohio. 

Milton S. Heath has been appointed chairman of the department of economics of the 
University of North Carolina. 

Charles N. Henning has returned to the University of Washington after serving in the 
Operations Research Office in Japan and Korea in the fall quarter. 
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F,. Hayes Hickman, formerly of the University of Colorado, has been appointed assistant 
professor of business administration at the University of Idaho. 

Hendrik S. Houthakker is acting associate professor in the department of economics 
of Stanford University. 

William M. Howard has resigned from the University of Idaho to become director of 
educational publications for the College of Life Underwriters in Philadelphia. 

James M. Hund, of Princeton University, has accepted a position as assistant professor 
of economics at Clark University. 

Louis L. Irwin has resigned from the State University of Iowa to join the faculty of 
the University of Houston as associate professor of business law. 

Naum Jasny will lecture at the Agricultural Economics Researth Institute of the Uni- 
versity of Oxford during the summer term. Later he will hold seminars on the Soviet 
economy under the auspices of the University of Kiel, the Institute for Economic Re- 
search in Berlin and the Institute for Agricultural Market Research at Brunswick. 

Clyde M. Kahler has been appointed vice-dean of the Wharton School of Finance and 
Commerce. 

Burton Keirstead has resigned from McGill University and has been appointed professor 
of economics in the department of political economy at the University of Toronto. 

William C. Kessler, of Colgate University, will be director of the Economics Study 
Group in Atlanta during the fall semester. 

Fred E. Kindig has been appointed assistant professor of industry in the School of 
Business Administration of the University of Pittsburgh. 

Charles L. Lapp has been promoted from associate professor to professor of marketing 
in the School of Business of Washington University. 

David L. Lutin is now economist and assistant area representative, Ohio Atomic Area, 
Housing and Home Finance Agency. 

Jesse W. Markham has accepted the position of acting director of the Bureau of 
Industrial Economics of the Federal Trade Commission until fall when Corwin D. Edwards 
returns to the post. He has resigned from Vanderbilt University and will join the faculty 
of Princeton University next year as associate professor of economics. 

Grant C. Moon, associate professor of marketing at South Dakota, will be on leave 
next year to teach at the University of Michigan. 

Walter Ogilvie is instructor in business administration at Louisiana State University. 

Herbert S. Parnes, of Ohio State University, will be visiting associate professor and 
research associate in the Industrial Relations Section of Princeton University in 1954-55. 

Michael Postan, of Cambridge University, will spend the 1954 fall term at the Johns 
Hopkins University as visiting professor of political economy. 

Bernard D. Perkins has been promoted from associate professor to professor of manage- 
ment and director of business placement at the University of South Dakota. 

Harold L. Reed is retiring as Robert Julius Thorne professor of economics at Cornell 
University in June. 

John R. Riggleman, formerly with the Commission on Foreign Economic Policy, has 
accepted an appointment as economist with the Bureau of Industrial Economics, Federal 
Trade Commission. 

T. Donald Rucker has resigned from Franklin and Marshall College to accept a position 
with the Joint State Government Commission General Assembly, Commonwealth of 
Pennsylvania. 

Armand P. Ruderman is in Mexico on a mission of the International Labour Organiza- 
tion, Geneva. 

Walter S. Salant has been visiting professor of economics at Stanford University in the 
spring quarter. 
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Francisco R. Saenz, formerly with the Foreign Department of Manufacturers Trust 
Company, is now senior economist in the western hemisphere department of the Inter- 
national Monetary Fund. 

Gerhard Schmidt has been appointed assistant professor at Fairleigh Dickinson College. 

Theodore H. Schneider, of the University of Michigan, has accepted a position as 
economist with the Federal Reserve Bank of Chicago. 

Sterling H. Schoen has been promoted to associate professor of management in the 
School of Business of Washington University. 

Eugene M. Seidel has accepted a position in the Petrochemicals Division of Commercial 
Solvents Corporation in Terre Haute, Indiana. 

I. L. Sharfman has retired from the chairmanship of the department of economics at 
the University of Michigan. 

Fred C. Shorter, now in Pakistan on a Ford Foundation fellowship, has been appointed 
acting assistant professor of economics in the University of California, Los Angeles. 

Robert E. Smith has been appointed assistant professor of economics in the College 
of Business of the University of Utah. 

Wendell R. Smith has resigned from the State University of Iowa to join Alderson and 
Sessions in Philadelphia as director of research. 

Stephen H. Sosnick has been appointed instructor in economics at Princeton University. 

J. J. Spengler, of Duke University, will participate in the World Population Conference 
in Rome in September, a conference sponsored by the United Nations and the International 
Population Union. 

James D. Taylor has accepted an appointment as instructor in marketing in the 
School of Business of the University of South Dakota. 

Ross M. Trump has been appointed dean of the School of Business and Public Ad- 
ministration of Washington University. 

Melville J. Ulmer has been appointed chairman of the department of economics at 
American University. 

Miller Upton has resigned as dean of the School of Business and Public Administration 
of Washington University to become president of Beloit College. 

Roger C. van Tassel has been appointed assistant professor in the department of eco- 
nomics at Clark University. 

Herbert von Beckerath, of Duke University, is teaching at the University of Tiibingen 
during the May to August term. 

Robert M. Weidenhammer has been appointed professor of finance in the School of 
Business Administration of the University of Pittsburgh. 

Simon N. Whitney has been promoted from associate economist to chief of the re- 
search department of the Twentieth Century Fund. Formerly professor of economics in 
University College of Arts and Science, New York University, he is now lecturer there. 

Howard Wilson has been appointed research associate of the Industrial Relations Center 
of the University of Chicago. 

Franz B. Wolf has become an associate of Robert R. Nathan Associates, Inc. in 
Washington, D.C. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are a to fill vacancies. — 

The officers of the Association take no responsibility for making a selection om 

the applicants or following up the results. The Secretary's Office will merely affo. 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. ‘ 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Socioeconomic research analyst—foreign service: Qualified research analyst capable 

of initiating and developing economic and sociological studies relating to conditions 

of work, social services, community problems, and industrial relations in the contest 

of social and economic conditions in the Middle East. M.A. of Ph.D. in economics 

required. For major oil company with extensive Middle East operations. Write, 

giving personal history and work experience. Please include telephone aaaees * as 
1 


Economists Available for Positions 


Labor, economic theory, public finance, national income, government and business, 
wage and salary administration: Man, 39, married, Ph.D. Five years of teaching and 
five years of government ence in economics and industrial relations. Presently 
engaged in economic research for federal government. Seeks teaching and/or research 
position in economics and industrial relations. Available in June, 1954. E214 


Economic history, principles, corporation finance, public finance, labor economics: 
Man, middle aged, M.A., LL.B., and Ph.D. residence requirements in economics 
recently completed. University experience in effective teaching of the foregoing fields; 
could also teach comparative economic systems, business law, constitutional law, 
and business cycle; business and legal experience. Seeks position for 1954 summer 
session but might also be available in the fall. E304 


Administration, business administration, economics: Man, 42, married. Broad ex- 
perience teaching marketing, retailing, economics, labor problems, labor relations, 
law, merchandising, American economic history, money and banking, and business 
economics in universities, colleges, and business schools, and university level courses 
in the U.S. armed forces university in Western Zone of Germany; manufacturing, 
business, and government service experience. Interested in teaching or industrial op- 
portunity in economics and labor relations. E336 


Economic analysis, money and banking, business cycles, economic theory, statistics, 
corporation finamce, economic history, history of economic thought, international 
economics: Man, 32. Brief teaching and substantial research experience. Desires re- 
search and/or teaching position. Available in September, 1954. E382 


Money and banking, private finance, economic principles, history of economic 
thought, comparative systems: Man, 40, married, Ph.D. Over two years of experience 
in government administration and research; 12 years of university teaching at gradu- 
ate and undergraduate level; 6 years in present position. Interested in upper level 
position with opportunity to work with students majoring in economics. E40 


Labor, history of economic thought, international economics, business cycles, economic 
principles: Man, 35, Ph.D. Six years of teaching experience; government, research 
experience; publications. Currently teaching. Desires teaching position. E419 
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Labor, comparative economic systems, current economic problems, economic bistory, 
economic and social thought, money and banking, public finance, international trade, 
personnel and manpower policy: Man, 37, married, M.A., and Ph.D. residence 
completed at Columbia University. Six years of teaching economics and social science 
as well as bechoenens in adult education; 3 as editor and research director 
in the book publishing and public relations Reid. dealing with labor relations; 3 
years of personnel industrial relations work in industry; market and opinion 
research experience. Interested in teaching, research, writing, editorial and/or ad- 
ministrative positions. FA34 
Industrial surveys, personnel management, market research, international economics: 
Man, 36, Ph.D. Extensive experience with industry, government, advertising, foreign 
intelligence; various teaching positions; publications; supervisory, editorial, public 
relations, and lecturing experience. Several foreign languages. Presently employed 
in New York City headquarters of an international organization. Interested in more 
responsible position with industrial, commercial company or large university. E450 


International economics, public finance, comparative economic systems, U.S. economic 
history, money and banking, statistics: Man, 34, married, Ph.D., Columbia Univer- 
sity. Six and a half years of teaching; 2 years as economic adviser to government of 
underdeveloped area; broad writing, business, and foreign experience. E451 


American economic history, corporation finance, business cycles, economic theory, 
Statistics, economic principles: Man, 28, married, B.A., New York University; M.A., 
Columbia; mechanical engineering training, Polytechnic Institute of Brooklyn. Seeks 
part-time evening position teaching at a college in the New York metropolitan -—- . 
5 


History of economic thought, economic history, theory of political economy, com- 
parative economic systems, public finance, international economics: Man, 32, married, 
Ph.D. Seven years of se egy teaching experience; excellent references. Desires 
teaching position. Available in fall, 1954. E461 


Economic geography, economic history, economic policy, international trade, industry 
(especially location) studies, economic development, European, Asian, African affairs: 
Man, 38, married, Ph.D. Six years of graduate and undergraduate teaching experience; 
also research and writing; now teaching in Eastern university. E462 


Economics, banking, finance: Man, 30, B.S., M.A. Six years of diversified experience 
with bank supervisory agency. Seeks position with financial institution as an analyst 
or administrator. E463 


Investment analysis, auditing, budgeting, business finance: Man, 50, J.D. Twelve 
years of experience in banking, credit, and investment in Europe; 5 years of auditing 
in large European corporations; 5 years as professor of business administration and 
accounting in an American university. Desires position as investment analyst or 
controller. Also interested in teaching position. E468 


International economics, trade and banking, political economy: Man, married, LL.D., 
Ph.D. Resident in Canada for three years; willing to relocate. Experience in civil 
service, top-level international finance, industry, particularly export-import field, 
research, writing, broadcasting, lecturing. Seeks teaching or research position. Avail- 
able immediately. E471 


Marketing, banking and finance, statistics, business mathematics, business research: 
Man, 31, M.B.A., Ph.D. residence and examinations completed. Three years of col- 
lege teaching experience; 2 years as economic analyst with consulting firm. Interested 
in college teaching and/or research position. Prefers Midwest. Available in June or 
September, 1954. E475 


Marketing, economics, industrial relations: Man, 33, B.S., M.B.A., course require- 
ments completed for Ph.D. in business administration. Business experience. Interested 
in teaching or research position. Available immediately. E488 


International economics, national economies, national income analysis, economic 
fluctuations, labor problems, social and political theory, sociology: Man, 44, B.A., 
Ph.D., Harvard. Seven and a half years of teaching, 144 as department head; 10 


years of experience as government economic analyst, of which last 5 years abroad; 
numerous publications. Desires responsible academic post. Available in September, 
1954. E495 


Industrial relations, principles, labor, international economics, sociology, psychology, 
economic history: Man, 31, M.A., University of Minnesota; half of doctorate couse 
work completed; veteran. Research experience in industrial relations, regional eco- 
nomics; teaching experience in personnel supervision; experience in aircraft inspec- 
tion and in employee services and house organ publication; working knowledge of 
Spanish; publications. Available for academic or nonacademic position. E498 


Statistics, finance, monetary theory, economic theory: Man, 39, married, Ph.D., 

University of Chicago. Teaching and research experience; many publications. Seeks 

teaching position with opportunities for productive scholarship and research. 
E502 


Economic analysis, welfare theory, comparative economic systems, economics of 
socialism: Man, 49, married, Ph.D. Seven years of full-time graduate work, including 
2 years Carnegie-financed postdoctoral research training at Columbia University; 
6 years of university teaching; 7 years as government economist-statistician in Wash- 
ington and Europe; 4 books published. Desires teaching or research position. Avail- 
able in September, 1954. E503 


Labor, consumer economics, comparative economic systems, theory, elementary eco- 
nomics: Man, 55, married, A.B., Harvard University, magna, Ph.D., Columbia Uni- 
versity. Widely traveled; publications; 1714 years of teaching at college level. Seeks 
new position hecoune of special circumstances. E504 


Statistics, business mathematics, public finance, corporation finance, investments, money 
and banking, economic history, international trade, economic theory: Man, 39, mar- 
ried, M.A., Ph.D. residence, language, examination requirements will be completed 
by June, 1954. Ten years of university teaching experience. Interested in teaching 
position. E505 


Principles of accounting and economics, statistics, corporation finance and invest- 
ments, American economic history, money and banking: Man, married, M.A., will 
have completed all requirements for Ph.D. except dissertation by June, 1954. Regis- 
tered investment adviser; 8 years of teaching experience. Desires teaching or invest- 
ment position. E506 


Economic history, business economics, government and business, public finance, 
elementary and intermediate economic theory, investments: Man, 33, Ph.D. Five 
years of teaching experience; 1!/, years with Wage Stabilization Board; currently em- 
ployed as a financial analyst by one of the nation’s largest corporations. Desires 
teaching and/or research position in Midwest. Available in June or September, poo 

50 


Economic analysis, international economics, economic theory, money and banking: 
Man, 28, 2 years of graduate work in Far Eastern Studies, M.A., Yale, Ph.D. thesis 
in preparation, University of Michigan. Good language qualifications; some experi- 
ence in research and in business. Interested in academic or nonacademic position; 
would consider position in Far East, preferably in Japan. Available a 


Labor, industrial relations, economic principles, money and banking, international 
economics, personnel management, marketing: Man, 24, veteran, B.A., M.A., New 
York University, half of Ph.D. course work completed. One year of experience in 
personnel and industrial relations; 1 year research for U.S. Army; fluent German. 
Seeks academic or nonacademic position. Available in September, 1954. E511 


International economy, economic systems, general economics: Man, 41, Law and 
Pol. Sc. Dr., M.A. in economics. Five years as professor of economics; 3 years of 
diplomatic service (commercial treaties); 3 years of economic research in French 
governmental agency. Speaks English, Czech, German, French, Russian. E512 
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Economic history, history of economic thought, economic theory, money and banking, 
business cycles, international trade and economics, economic geography, corporation 
finance, investments, marketing: Man, 29, married, Ph.D. (Rotterdam). Resident in 
Canada for 3 years; fluent English and 4 other languages; dissertation, written in 
English, published and to be translated into Italian. Some industrial and teaching 
experience. Desires teaching, research, or advisory position. Available now or in 
September, 1954. E513 


Theory, money and banking, international trade, business cycles, comparative systems: 
Man, 27, Ph.D., Columbia University. Teaching and government research experience; 
publications in leading professional journals. Currently teaching at Eastern state 
university. Seeks teaching position. E515 


Business economist, commerce and industry development specialist: Man, 47. Na- 
tional level economic development experience with private business consulting engi- 
neering firms, the U.N., U.S. and foreign governments; Iraq, Japan, Korea, China, 
Philippines. Now with the U.S. government. Seeks position with private business 
industrial, commercial, or consulting firm in U.S. or overseas. E516 


Business administration and organization, economics, retailing: Man, 41, married, 
Ph.D. Wide business experience for past 17 years as president and general manager 
of successful Midwestern manufacturing concern of nondurable merchandise; some 
teaching experience. Desires teaching position at college or university. E518 


International trade, comparative economic systems, urban land economics, marketing, 
history of economic thought, public finance, money and banking, economic history of 
Europe: Man, 49, married, Ph.D. Research fellowships; 7 years of university and 
college teaching; 4 years of research in federal government; experience as con- 
sultant; multilinguist; extensive foreign travel. Desires teaching or research position. 
Available in summer or fall, 1954. E519 


Labor, industrial relations: Man, 30, married, veteran, M.A. (Economics), Univer- 
sity of New Hampshire, M.S. (Industrial Relations and Economics), Columbia 
University, with additional graduate work in economics at American University. 
Master’s thesis on pensions and vesting rights in union-management plans. Former 
college instructor and government labor economist, experienced in research, analysis, 
and administrative writing, with management training, supervisory responsibilities 
and field survey experience. Interested in teaching or industrial opportunity in eco- 
nomics and labor relations. Available immediately; will relocate. E520 


Investments, corporate and real estate finance, capital markets: Man, Ph.D. Twenty 
years of experience in institutional investment; 5 years of university teaching ex- 
perience. Now supervising nine-figure portfolio; broad experience in economic and 
financial research. Desires university teaching, preferably at graduate level and with 
some opportunity for research. Would consider portfolio management or financial 
adviser position. E521 


Industrial relations, economic analysis, business fluctuations: Man, 36, Ph.D., Uni- 
versity of Chicago. Experience includes graduate and undergraduate teaching, top- 
level federal government position, industrial relations executive in private industry, 
and university research. Interested in teaching and research. E522 


Labor, industrial relations, money and banking, principles: Man, 32, Ph.D. Four 
years of teaching experience; 2 years of research. Excellent references. Seeks teaching 
or research position. E523 


Economic theory, history of economic thought, business cycles, business and govern- 
ment, money and banking, public finance, corporation finance, labor: Man, 37, mar- 
ried; Ph.D. dissertation in final revision. Ten years of graduate and undergraduate 
teaching experience; at present engaged in research. Desires teaching position. Avail- 
able in June or September, 1954. E525 


Fiscal policy, investment, national income analysis, sterling area problems: Man, 30, 
M.A. Four years of experience in economic research in central banking, British Com- 
monwealth; 2 years of study in Europe. Seeks research or university post. Available 
in September, 1954. E526 


| 


Corporation finance, personal finance, business administration, economics, economic 
history, medical economics, co-operatives: Man, 42; now completing Ph.D. in eco- 
nomics. Twenty years of experience in securities, corporation finance and business 
management, in government, business, and co-operatives. Now employed as super- 
visory accountant of a large eleemosynary organization in Washi D.C. Seeks 
position combining fiscal, administrative, and teaching duties. E527 


Business cycles, economic development, public control, transportation: Man, 35, 
M.A., Ph.D., University of Pennsylvania. Nine years of teaching experience at lead- 
ing institutions; 5 years in industry. Broad familiarity with manufacturing and trans- 
port industries; extensive publication record. Desires teaching and/or research in 
private organization; any location considered. Available in September, 1954. E528 


Labor, national income, public finance, economic history, corporation finance: Man, 
31, Ph.D., Columbia University. Three years of teaching experience in large univer- 
sity; 2 years business research experience. Interested in teaching and research. Avail- 
able in September, 1954. E529 


Economic analysis, international economics, industry studies, underdeveloped areas, 
market research, public fimance: Man, 39, Ph.D., Columbia University. Extensive 
government background at high level in Orient and Middle East financial, foreign 
trade, and economic problems; research, writing, teaching, broadcasting, administra- 
tive and public relations. Seeks teaching or research position. Available ee 

530 


Comparative economic systems, general economics, history of economic thought, 
money and banking, public finance, international trade, economic geography, labor 
economics, international labor problems, statistics: Man, 44, married; graduate of 
~— University, 1934, in economics and commerce; M.A., Columbia University; 
Ph.D., New York University, 1954. Experience in teaching, public lecturing, and 
in international field; speaks 6 languages; presently teaching economics. Available 
for summer or fall appointment. E531 


International trade and finance, money and banking, price and distribution theory, 
industrial organization and price policy, history of economic thought, consumer 
economics: , 31, married; Ph.D., University of California, 1950. Four years of 
teaching in prominent universities; 2 years employment in research capacity in U.N. 
specialized agency; writing. Presently visiting lecturer in large middle western state 
university. Desires permanent teaching or research position starting July or Sep- 
tember, 1954, E532 


Economic theory, money and banking, business and government, national income: 
Man, 33, Ph.D. Five years of college teaching experience; 2 years as economist with 
federal government. Interested in teaching position, preferably at a liberal arts col- 
lege. Available in September, 1954. E533 


Economic development of underdeveloped areas, socioeconomic planning, interna- 
tional economics, international relations, economics, African problems: Man, 38, 
married; M.A. (economics), University of Nebraska, M.A. (international admin- 
istration), Columbia University; Ph.D. expected in summer of 1954, University 
of Chicago. Four years of field research and traveling fellowships in Africa and Asia; 
teaching and extensive public lecturing experience. Available for teaching and/or 
research in fall of 1954. (Complete background and references available at the Uni- 
versity of Chicago Placement Office.) E534 
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Cyood News for Telephone Users 


FEDERAL EXCISE TAX 
ON LONG DISTANCE 


REDUCED 
FROM 25% TO 10% 


FEDERAL EXCISE TAX 
ON LOCAL SERVICE 


REDUCED 
FROM 15% TO 10% 


Tue reductions in federal excise taxes, voted 
recently by Congress, mean substantial savings 
for telephone users. Your telephone bill is low- 
ered by the entire difference between the old 
and the new taxes. 

Instead of paying 25% on Long Distance 
calls, you now pay 10%. On Local telephone 
service, the tax is now 10% instead of 15%. 


The entire amount of the saving in taxes 
comes off the bills of our customers. None of 
it is retained by the telephone companies. 

The reductions went into effect on April 1 
and apply to service billed to you on or after 
that date. 

Now it costs you even less to keep in touch 
by telephone. 


BELL TELEPHONE SYSTEM £%, 
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INVESTMENT Here is a full and comprehensive 
treatment of the subject of invest- 

PRINCIPLES ment—its background, the instru- 
ments of finance, and investment 

AND POLICY policy. It presents the subject from 
the point of view of the individual 

by rather than the institutional in- 


Ravpu R. Pickett 
University of Kentucky The scope of the text is broad. It 
covers the various types of invest- 

and ment; security markets and prices 

and influences affecting them; 

MarsHa_ D. KetcHuM political influences of investment— 
University of Chicago the impact generally of government 
on investment; and an analysis of 

820 pages the factors in formulating an in- 


$6.00 dividual investment program. 


HARPER & BROTHERS © 49 East 33d Street, New York 16 


Monopoly and Competition 
and Their Regulation 


Edited by Epwarp H. CHAMBERLIN, Harvard University 


An examination of the fundamental problems in general 
theory and in governmental policy. 


Leading theorists from U.S.A., Canada, France, Italy, 
U. K., South Africa, Western Germany, Holland and 
Scandinavia discuss: Forces Making For and Against 
Monopoly; The Nature of Competition and Monopoly; 
Monopoly, Competition and Welfare; How to Make Com- 
petition Work; Techniques of Control; Stability; Rigid- 
ities; Economic Progress; Nationalization as an Alterna- 
tive to Private Monopoly. 


540 pages—$7.50 At all booksellers, or 


ST MARTIN’S PRESS, New York 17 — Publishers 
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R ON ALD P. ublications 


MODERN LABOR ECONOMICS 
Pearce Davis and Gerald J. Matchett 
—both of Illinois Institute of Technology 


This new textbook expertly covers the 
entire range of labor-management rela- 
tions. Focuses on the collective bar- 
gaining agreement as the generally ac- 
cepted method of settling wage and 
non-wage issues, and individual bar- 


gaining as an important alternative 
method. Integrates topics of labor and 
management objectives, problems, wage 
structure, union and management or- 
ganization, labor supply, legislation, 
etc. 42 ills., 659 pages 


INDUSTRIAL TRAFFIC MANAGEMENT 


Newton Morton, Kent State University; and 
Frank Mossman, Michigan State College 


Presented primarily from the standpoint of the shipper and his traffic 
problems, this new book gives the student a thorough grounding in 
today’s complex traffic rules, regulations, and structures. Particularly 
detailed treatment of motor carrier and export-import shipments. Gives 
unique procedural sequences from the authors’ wide practical experi- 
ence. Presents a careful selection of important court cases and ICC 
decisions. 33 ills., 558 pages 


PRINCIPLES of REAL ESTATE 
Arthur M. Weimer, Indiana University; and 
Homer Hoyt, President, Homer Hoyt Associates 


New, Third Edition introduces the major economic, legal, and physical 


student to the principles of real estate 
and land economics. Viewing the study 
of real estate as primarily concerned 
with income production at fixed loca- 


characteristics of real properties and 
the real estate business. Stresses mar- 
kets for residential, commercial, in- 
dustrial, and rural real estate. Questions, 


tions, this textbook deals with the study projects. 64 ills., 664 pages 


FUNDAMENTALS of POLITICAL ECONOMY 
Dean A. Worcester, Jr., University of Washington 


In lively style this up-to-date textbook analyzes economic programs 
and problems in light of their effect on human liberties and the general 
welfare. Gives a working knowledge of economics in general, of the 
American economy in particular, and of the complex relationships to 
consider in evaluating economic progress. Proceeds from accepted 
economic facts to more involved material, showing how economic 
theory may be applied to concrete social situations. 33 #/ls., 594 pages 


ECONOMIC HISTORY of GREAT BRITAIN 
W. Stanford Reid, McGill University 


New—the economic history of the 
British Isles from its early beginnings 
to the present—with emphasis on the 
period after 1715. Includes detailed 
discussion of the contributions of Scot- 
land, Ireland, and Wales to the British 


economy as a whole. Economic develop- 
ments are related throughout to views 
expressed in political, philosophical, 
and religious thought. Traces histori- 
cally the causes of Britain’s current 
economic difficulties. 8 maps, 557 pages 


THE RONALD PRESS COMPANY 


15 East 26th St. 


New York 10° 
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THE REGULATION OF BUSINESSMEN 


Rosert E. Lang. This study focuses on the social relations aspects 
of regulation and shows economic control to be a case of regulation of 
businessmen as well as of business. The author has interviewed busi- 
nessmen, examined business law violations, and analyzed business 
publications to trace the present patterns in regulation. $3.75 


THE ECONOMICS OF RECESSION AND REVIVAL 


KENNETH D. Roose. An interpretation af 1937-38, showing causes 
and solutions, contributing toward the development of a public policy 
which might prevent any severe recurrence. $4.00 


AT YOUR BOOKSTORE 
YALE UNIVERSITY PRESS 


NEW HAVEN 7 CONN 


NOW AVAILABLE 
The Major Work of a Master Economist 


History of 
Economic Analysis 
by JOSEPH A. SCHUMPETER 


This is the only complete history of the theoretical efforts made by 
men from the time of the ancient Greeks to the present day to under- 
stand the economic phenomena that affect every one of us so directly 
and personally. It is a tremendous contribution to the history of ideas 
as well as to economics, for Schumpeter was not only an economist but 
historian, social scientist, philosopher, psychologist and mathematician 
as well. Every economist, whether academic or in business, will recog- 
nize and utilize this book as a vital contribution to economic literature. 
1,285 pp. Illustrated $17.50 


At all bookstores 


OXFORD UNIVERSITY PRESS 
114 Fifth Avenue, New York 11 
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to Retirement Income .. 


AMOUNTS OF ACCUMULATION AND ANNUITY 


ACCUMULATION $1,250 
1900-1930 / 


(THOUSANDS) 


sme 


COMBINED 
COST OF 


LIVING 


AT END OF YEAR 
1910 1920 1930 


The combined annuity shows what could have happened in the past 
had the participant invested half his annuity premiums in common stocks 
and half in a fixed dollar annuity. The new College Retirement Equities 
Fund makes this possible for educators in the future. 


If he participates in CREF the professor will receive, during his retire- 
ment, a variable unit-annuity, reflecting dividend yields and changes in 
capital values of common stocks. Coordinated with this will be his 
traditional fixed dollar annuity income from TIAA. 


On March 31, 1954, at the end of its second fiscal year, CREF had 
16,000 participants, $7,700,000 in assets and 432 cooperating colleges. 


The chart shown is reproduced from ‘A New Approach to Re- 
tirement Income,” an economic report prepared by William C. 
Greenough as background for CREF. Further details on request. 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
COLLEGE RETIREMENT EQUITIES FUND 


522 Fifth Avenue New York 36, N.Y. 


Please mention Tux American Economic Review When Writing to Advertisers 


$10 comme 
750 | 
MY ANNUITY 
1930 1935 1940 1945 1950 ; 
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Now Available... 


AMERICAN GEOGRAPHY 
INVENTORY AND PROSPECT 


PRESTON E. JAMES and CLARENCE F. JONES, Editors 
JOHN K. WRIGHT, Consulting Editor 


Brings together the experiences in geographic study, both basic and 
applied, of the past thirty years and suggests the future development 
of many geographic fields. 


A basic book for all geographers, professional workers in many related 
fields, and students. Over 600 pages, illustrated. $6.00 at your college 
bookstore, or order from: 


SYRACUSE UNIVERSITY PRESS 
920 Irving Avenue, Syracuse 10, New York 


NEW—1954 
BUSINESS FLUCTUATIONS 
AND FORECASTING 


By Dr. Carl A. Dauten 


In this book of twenty-three chapters there are seventeen chapters 
dealing with economic cycles and seven comprehensive chapters deal- 
ing with forecasts based upon a study of cycles. It is a book devoted 
to both theory and practice. The early chapters deal with a comprehen- 
sive study of fluctuations. These chapters build the background on which 
forecasts may be made. Forecasting is based upon the accepted and 
reliable techniques used in industry. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 2 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas 2 
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NEW AND RECENT 
IRWIN TEXTS IN 


ECONOMICS 


INTRODUCTION TO INTERNATIONAL ECONOMICS 
April, 1954, 492 pages 
By Desert A. SNIDER, Miami University 
GOVERNMENT FINANCE: AN ECONOMIC ANALYSIS 
April, 1954, 580 pages 
By JoHN F. Due, University of Illinois 
BUSINESS AND ECONOMIC STATISTICS May, 1954, 592 pages 
By WiiuiaM A. SPuRR, Stanford University, LESTER S. KELLOGG, 
The Deere Company, and-JoHN H. SMITH, The American Uni- 
versity 
ECONOMICS OF LABOR RELATIONS Revised Edition 
May, 1954, 799 pages 
By Gordon F. BLooM and HERBERT R. NORTHRUP 
REAL ESTATE FINANCE May, 1954, 526 pages 
By Henry E. HOAGLaNb, The Ohio State University 


INTRODUCTION TO BUSINESS POLICY May, 1954, 492 pages 
By RicHArD N. OwENS, The George Washington University 


ECONOMICS OF TRANSPORTATION Fourth Edition 
January, 1954, 931 pages 
By D. LockLin, University of Illinois 
INTERNATIONAL ECONOMICS April, 1953, 563 pages 
By CHARLES P. KINDLEBERGER, Massachusetts Institute of Tech- 
nology 


BUSINESS CYCLES AND FORECASTING Fourth Edition 
April, 1953, 636 pages 
By E_mer C. Bratt, Lehigh University 
PUBLIC FINANCE June, 1953, 784 pages 
By ELLsworTH H. PLANK, University of Denver 


COLLECTIVE BARGAINING Revised Edition July, 1953, 527 pages 


By JoHN T. DUNLOP and JaMEs J. HEALY, both of Harvard 
University 


ECONOMIC POLICY Readings in Political Economy 
January, 1953, 406 pages 
Edited by WiLttaM D. GramppP, University of Illinois, Chicago 
and EMANUEL T. WEILER, Purdue University 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


RICHARD D. IRWIN, INC. 


1818 RIDGE ROAD HOMEWOOD, ILLINOIS 
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(0 DICTIONARY OF EUROPEAN HISTORY by 
William E. Roeder. Introduction by Harry 
Elmer Barnes. Concise information concern- 
ing most of the events and prominent 
personalities, from 500 A.D. to the present. 

$6.00 


( DICTIONARY OF SOCIOLOGY edited by 
Heary Pratt Fairchild. Consolidates and stand- 
ardizes the usages in its field and provides a 
precise working vocabulary. $6.00 

() 20th CENTURY SOCIOLOGY edited by 
George Gurvitch and Wilber E. Moore. A 
group of presents all 
the major de 
science. 

20th CENTURY POLITICAL THOUGHT 

ited | Joseph S. Roucek. A complete sur- 

vey modern developments in political 
thought by 27 nationally-known specialists. 
Sums up what needs to be known of ideological 
trends reshaping the world of today, $6.00 

(0 AN INTRODUCTION TO POLITICAL PHI- 
LOSOPHY by A. R, M. Murray, A critical 
examination of the principal theories of 
political philosophers from Plato to rae 

(0 ESSAYS IN SCIENCE by Albert Einstein. An 
abbreviated edition of some of the papers of 
the distinguished physicist. $2.75 

(J THE CAUSES AND TREATMENT OF BACK- 
WARDNESS by Sir Cyril Burt. Deseribes the 
main causes of backwardness and the various 
methods which the teacher may usefully adopt 
in his work. $3. 


PHILOSOPHICAL LIBRARY BOOKS 


(J THE EXPERIENCE OF DEATH by Paul-Louis 
Landsberg. A thorough examiaation of the prin- 
cipal arguments for and against suicide. $2.50 

(0 THE DISPOSAL OF THE DEAD by Pro- 
fessor C. J. Polson, Dr. R. P. Brittain, and Dr. 
T. K, Marshall. An exhaustive exposition of 
the cultural, legal and technical post 
problems and practices encountered by an- 
thropologists, pathologists, clerics, and police 


officers. $7.50 
(0 UNDERSTANDING THE JAPANESE MIND 
by Dr. James Clark Moloney. He i the 
interesting and plausible thesis that systems 
of psychotherapy are culture-bound. $3.50 
( AMERICAN CONSTITUTIONAL CUSTOM by 
Burleigh Cushing Rodick. Its growth from the 
colonial founders to Jefferson's election. $4.75 
( THE DEVELOPMENT OF NEGRO RELIGION 
by Ruby F. Johnston. An interpretation of 
Negro religion in terms of the American 
culture. $3.00 
o EUROPEAN IDEOLOGIES edited by Feliks 
Gross. Introduction by Robert M. Maclver, 
Columbia University. Surveys the social, eco- 
nomic, and political ideas of Europe which have 
helped determine world orientation. $12.00 
(0 THE SOVIET IMPACT ON SOCIETY by 
Dagobert D. Runes. Examines the cultural and 
social changes brought about in the Western 
and Eastern world by the materialization of 
Marxist ideology. $3.75 
(0 A FREE SOCIETY: AN EVALUATION OF 
CONTEMPORARY DEMOCRACY by Mark M. 
Heald. A timely and comprehensive analysis of 
the doctrines of liberal democracy. $4.75 


PHILOSOPHICAL LIBRARY, Publishers 


15 East 40th Street, Desk 224 


New York 16, N.Y. 


Expedite Shipment by Prepayment 


PUBLIC POLICY: A YEARBOOK 


Published under the auspices of 
The Graduate School of Public Administration 
Harvard University 


The Graduate School of Public Administration announces that the pub- 
lication of PUBLIC POLICY has been resumed. Volume IV (1953) 


ready now. 


Prepared under the editorial direction of Carl J. Friedrich and J. K. 
Galbraith this volume contains a broad series of studies of public policy 
problems of immediate pertinence to the special interests of the admin- 
istrator, the lawyer, the businessman, the economist and the political 
scientist. The next, Volume V (1954) to be published in June 1954. 


List price $4.75—make checks payable to Harvard University 


send orders to M-31 Littauer Center 
Harvard University 
Cambridge 38, Massachusetts 
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COMING SOON! 
AN INTRODUCTION TO LABOR 


by Clyde E. Dankert, Dartmouth College 


Planned specifically for the basic course in labor, Dankert’s new text is written 
in a straightforward, simple and interesting style. It is both objective and schol- 
arly, analytic as well as descriptive. 

To familiarize the student with the entire field, Dr. Dankert brings in all topics 
of current importance. Some are treated in detail to stress their significance and 
lead students to reason carefully on labor questions. Material for stimulating 
class discussions is provided in the pro-and-con treatment of such issues as the 
closed shop, minimum wages, and industry-wide bargaining. A wealth of source 
references lend weight to every section of the book. 

Because of its unusually clear organization, its breadth, scholarliness, and fresh- 
ness of treatment, AN INTRODUCTION TO LABOR is expected to arouse 
wide interest among teachers in this field. 


About 640 pages e 55” x 8%” e To be published August 1954 


In the Prentice-Hall Industrial Relations and Personnel Series. 
Edited by Dale Yoder. 


JUST PUBLISHED! 
AMERICAN PUBLIC FINANCE, Sixth Edition 


AUTHORS: William J. Shultz, City College of New York and 
C. Lowell Harriss, Dept. of Economics, Columbia University 
OUTSTANDING FEATURES OF THE NEW SIXTH EDITION: 

1. Complete and thorough revision throughout. 


2. Brings up to date all developments in American statutory and judicial fiscal 
law; economic and social trends in American governmental expenditure, 
taxation, and debt management; and recent developments in fiscal theory. 


3. Provides an enlarged, integrated presentation of Fiscal Policy. Although 
treated throughout the text, an yeh set presentation appears in chapters 

28 and 29. 
704 pages * Published May 1954 


ANNOUNCING A NEW EDITION! 


REAL ESTATE PRINCIPLES AND PRACTICES, 
4th Edition 


by Philip A. Benson, formerly President Dime Savings Bank of 
Brooklyn, Nelson L. North, N. Y. Attorney, Alfred A. Ring, Uni- 
versity of Florida 


This comprehensive book covers the entire field of real estate. It contains nu- 
merous examples and problems to illustrate the application of real estate theory 
to the various fields of real estate practice. 


About 550 pages * 6” x 9” oa June 1954 
Send for your copies today 


EY > PRENTICE-HALL, INC. 70 FIFTH AVENUE NEW YORK 11 


Please mention Tue AMERICAN Economic Review When Writing to Advertisers 


Vow Manuscripts 


In expanding its publication program, Public 
Affairs Press, one of the nation’s leading publishers 
of scholarly works since 1938, is seeking authorita- 
tive manuscripts in the fields of economics, politi- 


cal science, history, and sociology. 


We furnish complete publishing facilities for 
books, pamphlets, and monographs. Our services 
include expert editorial assistance, dignified pub- 


licity, and intensive sales promotion. 


If you have a manuscript which you would like 
to have considered, please send an outline or 
description to The Editor, Public Affairs Press, 
2153 Florida Avenue, Washington 8, D.C. For de- 
tails regarding our services and facilities, send for 
our free pamphlet “New Horizons of Scholarly 
Publishing.” 
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Keeping pace with the times— 
New MACMILLAN Texts 


The Structure of American Industry 
revised edition 


WALTER ADAMS 


Through a series of analytical and comparative studies of thirteen 
leading industries, this book presents a kaleidoscopic view of the broad 
patterns of American industrial economy, and a comparison of the 
diverse forms of market structure and types of market behavior. 


May, 1954 590 pp. $5.75 


A Key to Modern Economics 
DAVID McCORD WRIGHT 


This book discusses in simple, non-technical language the basic ideas 
that make economics valuable and important today and presents the 
problems in terms of alternative social systems, thus showing the stu- 
dent how the same basic forces work out under socialism and capi- 
talism and enabling him to see our problems in proper perspective. 


May, 1954 520 pp. $4.75 


Private Enterprise and Public Policy 
MELVIN ANSHEN and FRANCIS D. WORMUTH 


Here is a broad survey and a critical analysis of all programs—na- 
tional, state, and local, by which government comes into contact with 
economic life. Included in the book are accounts of the principal 
instruments used and an evaluation of their usefulness, description of 
public policy in major areas, and case reports to illustrate the inter- 
action of government and business. 


April, 1954 742 pp. $6.75 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11 
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ECONOMIC ACTIVITY ANAL 


Edited by Oskar Morgenstern, Princeton University, with 12 contributors. 
This work deals with the newly developed field of economic activity analysis 
and linear programming. In thirteen studies these systems are analyzed 
mathematically and economically on a much broader basis than has so far 
been the case. Concrete data of the American economy is examined. 


1954. 554 pages. $6.75 


THEORY OF GAMES and STATISTICAL DECISIONS* 


By David Blackwell, Howard University, and M. A. Girshick, Stanford 
University. This book discusses the parts of game theory of basic importance 
to decision theory—reduction of games to normal form, minimax theory, 
utility theory, etc.—and gives a new and unified method of attacking statisti- 
cal problems. 1954. 355 pages. $7.50. 


INTERNATIONAL TRADE STATISTICS* 


Edited by R. G. D. Allen, London School of Economics, and J. Edward 
Ely, Bureau of the Census. “The volume leads toward a better understanding 
of the kinds and possible uses of trade data available for business and 
statistical purposes.’"—Professor P. V. Horn, N.Y.U. 


1953. 448 pages. $7.50. 


SAMPLE SURVEY METHODS and THEORY* 
Vol. I—Methods and Applications. Vol. 1I—Theory. 

By M. H. Hansen and W. N. Hurwitz, Bureau of the Census, and W. G. 
atdenn University of Illinois. ‘The novice as well as the expert can, now, 
in this most readable and clear treatment, obtain a comprehensive under- 
standing of the fundamental principles of sampling and the most modern 
and effective methods of sample design, estimation procedures, and the 
calculation of sampling errors.” —Philip M. Hauser, University of Chicago. 
Vol. I—1953. 638 pages. $8.00. Vol. II—1953. 332 pages. $7.00. 


FARM MANAGEMENT ANALYSIS 
By L. A. Bradford, University of Kentucky, and G. L. Johnson, Michi- 
gan State College. 1953. 438 pages. $5.75. 


INTRODUCTION TO MALTHUS 
Edited by D. V. Glass, London School of Economics. 
1953 205 pages. $2.75. 


FUNDAMENTAL PRINCIPLES OF ACCOUNTING 
By C. A. Moyer and H. T. Scovill, both of The University of Illinois. 
One of the Wiley Publications in Accounting. 


1954. 631 pages. $6.00. 
* One of the Wiley Publications in Statistics, Walter A. Shewhart, Editor. 


Send for on-approval copies. 


JOHN WILEY & SONS, INC., 440-4th Ave., New York 16 
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PRICES, INCOME, AND PUBLIC POLICY: 


THE ABC'S OF ECONOMIC ANALYSIS 


by 


Clark Lee James M. Marshall R. 
Allen Buchanan Colberg 


AT FLORIDA STATE UNIVERSITY 


Here is a treatment of the basic principles of 
resource allocation and national income deter- 
mination in a private enterprise economy with 
emphasis on price theory. A chapter devoted to 
political economy provides a vivid picture of the 
manifold economic activities of the present gov- 
ernment. These activities are carefully appraised 
in the light of basic principles developed earlier. 
Traditional price theory and national income 
theory are treated fully as in the new input- 
output approach. Professional economists and 
businessmen as well as students will find this 
valuable reading. 


a copy 
on approval 


Send for | McGraw-Hill Book Co., Inc. 


330 West 42nd St. New York 36, N. Y. 
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430 pages 
$5.00 


UNIVERSITY 
PRESS 
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pendability of economic forecasting, America’s productive capacity, business cycle 
research, Keynesian thought, changes in income distribution, and trends of pro- 
duction. Published for the National Bureau of Economic Research, 

376 pages. Charts. $5 


REGULARIZATION OF BUSINESS INVESTMENT 
A Conference Volume 


Twenty-six outstanding economists attack from many angles the vital question 
of whether the government must take full responsibility for preventing another 
depression, or whether businessmen can play a major role by reducing fluctuations 
in expenditures for plant, equipment, and inventories. “One of the more im- 
portant books of the year.”——Burton Crane in the N.Y. Times. 539 pages. $8 
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THE POLITICAL ELEMENT IN 
THE DEVELOPMENT OF ECONOMIC THEORY 


GUNNAR MYRDAL, author of “An American Dilemma,” presents a historical and 
critical account of the part played by political speculation in the development of 
economic theory. He discusses the political doctrines that have developed within 
the province of economic theory proper—within the line of thinking which started 
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THE MECHANISM OF ECONOMIC SYSTEMS 
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analysis of recent advances in our understanding of economic fluctuations, pointing 
the way to a stable economy with a high degree of employment. $3.00 
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Volume IX, No. 1, (March, 1954) includes: 


Federal] Reserve and Treasury Relations W. Randolph Burgess 


Central Banking Objectives, Guides, and Measures Karl R. Bopp 


Sales of Government Securities to Federal Reserve Banks Under Repurchase Agree- 
Edward C. Simmons 


Toward a More Meaningful Statistical Concept of the Money Supply 
Leland J. Pritchard 


Membership dues, including $3.00 allocated to subscription to The Journal of Finance, 
are $5.00 annually. Libraries may subscribe to The Journal at $4.00 annually and 
single copies may be purchased for $1.25. Applications for membership in the Ameri- 
can Finance Association and subscriptions to The Journal of Finance should be 
addressed to the Secretary-Treasurer, George E. Hassett, Graduate School of Business 
Administration, New York University, 90 Trinity Place, New York City. 
Communications relating to the contente of The Journal of Finance should be addressed 
to the Editor, Marshall D. Ketchum, School of Business, University of Chicago, 
Chicago 387, Illinois, or to the Associate Editor, J. Fred Weston, School of Business 
Administration, University of California, Los Angeles 24, Calif. 


INTERNATIONAL 
SOCIAL SCIENCE In 
BULLETIN 


published quarterly by the United Nations Edu- 
cational, Scientific and Cultural Organization 


Just issued: Vol. VI; No. 1 
PART I: THE SECOND WORLD CONGRESS OF SOCIOL- 
OGY, LIEGE, 1953 


PART II: ORGANIZATION IN THE SOCIAL SCIENCES, 
REVIEWS AND ANNOUNCEMENTS 


Review of Documents, Periodicals and Books 
News and Announcements 
Open Forum: The Individual and Society, by M. Ginsberg 


International Documents Service 
Columbia University Press 
2960 Broadway, N.Y. 27 


Annual subscription: $3.50 
Single copy: $1.00 


Please mention Tue AmeERIcAN Economic Review When Writing to Advertisers 


— 


THE JOURNAL OF MARKETING 


PUBLISHED QUARTERLY BY THE AMERICAN 
MARKETING ASSOCIATION 


Partial List of Contents, Vol. XVIII, No. 4, April, 1954 
An Appraisal of Census Programs for Marketing Uses Neil H. Borden et al. 


Application of Operations Research to Marketing and Related Management 


Mandatory Resale Price Maintenance of Distilled Spirits in California 

Charles F. Stewart 
Merchandising Non-Food Items Through Supermarkets 
Productivity of Food Marketing Personnel . . Martin Kriesberg and R. W. Hoecker 


Subscription price, $6 per year in the U.S.; other countries, $7. Address communications to: 
Albert W. Frey, Editor-in-Chief, Dartmouth College, Hanover, N.H.; Lincoln Clark, Man- 
aging Editor, New York University, N.Y.; Thomas J. McGann, Business Manager, Iona 
College, New Rochelle, N.Y.; Harry Rosten, Assistant Business Manager, The New York 
Times, New York City, N.Y. 


ECONOMICA 


Published Quarterly 


New Series, Vol. XXI, No. 81 


Seasonal Variation in Retail Prices 
Credit Rationing and the Relevant J. 8. G. Wilson 


Combinations of Capital and of Labour in the English wuper Industry, pees eo 
oleman 


A Cumberland Colliery During the Napoleonic War 
Relative Prices, Expenditure and the Trade Balance: A Note ........... A. OC. L. Day 


Book Reviews 
Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may sub- 
scribe at the specially reduced rate of 21s. per annum. Subscriptions should be 
sent to the Secretary and Treasurer, American Economic Association, Evanston, 
Illinois, accompanied by a cheque drawn in sterling in favour of ECONOMICA, 
London School of Economics and Political Science. 


Please mention Tux American Economic Revisew When Writing to Advertisers 


7 
uf 
“4 
A 
4 
ear 54 
: February, 19. 
< 
34th Y 
CONTENTS 
4 
ty 
| 
q 
: 
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